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A Message from Comptroller William Donald Schaefer

t has been an honor to serve for the past eight years as Maryland’s 30th State Comptroller. When I took this
Iofﬁce, described simply in the state’s Constitution as having “the general superintendence of the fiscal affairs of
the State,” I recognized the breadth of that responsibility and the impact on the government, the economy and
the well being of our residents. I saw the pride and care that this agency takes in serving taxpayers and all others who

rely on the Office of the Comptroller, the fifth oldest agency in state government.

We've come a long way in these eight years. Our reach is broader than ever: from individuals and businesses of all
sizes, to vendors and suppliers to Maryland’s government, to other state agencies for which we provide information
technology services, and, through our payroll unit, to all state employees and certain benefit recipients. I am proud
that during my two terms, this agency has continued to provide excellent, efficient service and that many innovations
began during these eight years.

Maintaining our state’s highly coveted triple A bond ratings was one of my primary goals. We are one of only
four states in the nation to have had that ranking for 45 consecutive years. In addition, for the 25th consecutive year,
we have received the certificate of Excellence in Financial Reporting from the Government Finance Officers Associa-
tion of the United States. Our Bureau of Revenue Estimates consistently predicts revenues within highly respectable
ranges, despite the fluctuations of the economy, made somewhat more predictable by Maryland’s proximity to the
nation’s capital and the federal government. The widespread confidence expressed in Maryland’s government, par-
ticularly our fiscal stability, is well placed.

As I leave the Office of the Comptroller, the agency is poised to meet the growing demand for services and to
respond to increasingly complex transactions. As Maryland grows and prospers, I am confident that the Office of the
Comptroller will retain its reputation as the finest agency of state government. I am grateful for the opportunity to

ﬂmym L Seofl

have served in this capacity.



Vi

Revenue Estimates Anchor
State's Budgeting Process
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Deputy Comptroller Linda Tanton and David Roose,
director of the Bureau of Revenue Estimates, are part of
the team leading Maryland’s highly respected budget
estimating process and guarding its coveted triple A

bond rating.

In preparing these estimates, the comptroller
seeks advice from a panel representing several of
Maryland’s key industries, such as con-
struction, biotechnology, health services
and finance. The comptroller, through the
Bureau of Revenue Estimates, also con-
siders economic forecasts by nationally
respected economic consultants including
Moody’s Economy.com, Global Insight, Sage
Policy Analysis, Dr. Mahlon Staszheim of the
University of Maryland and RESI of Towson

’ I \he Comptroller of Maryland is
the chief tax collector for the
state. In fiscal year 2006, the

office collected $10.7 billion in
general fund revenue — over
81 percent of the total — and an
additional $1 billion in special fund
revenue and $4.1 billion in local
income tax and other county revenues.
'The Comptroller’s Office also collect-
ed $6 billion from the personal income
tax and $3.4 billion from the sales and
use tax. Corporate income tax at $846
million was the third largest source of
revenue. The comptroller collects
revenues from 11 other sources.

Another major responsibility for
the comptroller is to provide pre-
dictions on future state revenue so
that state and local governments can
realistically plan their budgets. These
forecasts in Maryland are made on a
consensus basis. A board consisting of
the comptroller, the treasurer and the
secretary of the executive department’s
budget and management agency pro-
vide the governor with these estimates
three times a year.

The reliability of Maryland's
revenue estimates and the open,
consensus-driven process used to
develop the estimates are key
reasons for the confidence bond
rating agencies have shown in
the states finances.

University. Additionally, a revenue monitoring committee representing state government's fiscal agen-
cies meets monthly to review and analyze economic performance and trends.

The reliability of Maryland’s revenue estimates and the open, consensus-driven process used to
develop the estimates are key reasons for the confidence bond rating agencies have shown in the state’s
finances. Maryland has received the highest rating of triple A since 1961 and is one of only four states

to have held that rating consistently for 45 years.

www.marylandtaxes.com



Greater Security Increases
On-Line Transactions,
Data Management

here is no more critical nor
effective partnership in Mary-
land state government than

that of the Office of the Comptroller’s
Revenue Administration and the agen-
cy’s Information Technology Division.
Maryland uses the most advanced technol-
ogy to ensure that revenues are processed
accurately and quickly, not only to ensure
maximum efficiency in the availability
of these funds, but to provide customer
service that is the envy of many large
commercial businesses.

Growing concern about security in
information technology and data transmis-
The services provided by the Information Technology sion have led the Comptroller of Maryland

Division, led by John Salmon (left), are essential to the to institute 2 number of advanced enhance-
Revenue Administration Division headed by Jim Arnie,
as well as many other operations of state government.

Richard Lippenholz

ments to earlier systems including intrusion
prevention measures. Additionally,a disaster
recovery system with off-site back up facilities is in place in the case of any emergency or interruption to the
primary system. This secondary system also protects data maintained and processed for numerous other state
departments and agencies including state government’s payroll and general accounting.

'The agency provides an award-winning Web site (www.marylandtaxes.com) which received nearly 118
million hits in the last fiscal year. Here many taxpayer transactions (e.g. filings, extension requests,
license applications and renewals) are conducted with the utmost speed and convenience.

Information technology is the lifeblood of the Revenue . .
Administration Division. The division collects and accounts [l nfor mation technolo g2y 1S

for nine distinct revenues totaling $17.6 billion as well as the lifeblood
e lifeblood of the Revenue
distributes nearly $3 billion in local income taxes, currently f f

imposed by the state’s 23 counties and Baltimore City. Administration Division.
Nearly two million tax returns are processed annually. The

division boasts that returns filed electronically receive refunds within 48 hours of acceptance. Technology
allows payments to be debited from financial accounts on dates designated by the taxpayer.

In the past eight years, Maryland has seen a more than 300 percent increase in the number of tax
returns filed electronically, comparing favorably with the national average increase over the same
time period. Latest data indicate that 47 percent of Maryland’s individuals filing income taxes and
70 percent of businesses filing withholding taxes now do so electronically. This has resulted in a
significant reduction of the state’s expense in processing payments and in printing and distributing tax
filing materials.

In addition to providing information technology to collect revenues, the Office of the Comptroller’s
Information Technology Division maintains the 24/7 operation of the Annapolis Data Center, the
largest of state government’s five mainframe data centers. This center serves such related agencies and
revenue functions as the Department of Assessments and Taxation (property taxes), Department of
Budget and Management (executive budget agency), the State Treasurer and several others which
provide entitlement funds and benefits to citizens.

www.marylandtaxes.com vii
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Richard Lippenholz

Expanded Compliance and
Enforcement Pay Off

t all of the comptroller's duties, enforcement of the tax laws is probably the most beneficial.
O Most people pay the taxes they owe, but some people don't, leaving the law-abiding to make

up the difference. Thus, one of the most important functions of the Comptroller’s Office is
ensuring compliance with tax laws, which is accomplished through a variety of programs.

A cooperative tax offset program with the IRS allows the agency to offset federal income tax
refunds for state income tax liabilities. These offsets have netted $123 million since 2000 — one of
the most successful such programs in the nation. Since July 1, 2003, a tax clearance requirement for
renewal of professional and business licenses has led to payment of outstanding liabilities amounting
to $130 million.

The comptroller regularly posts on the agency’s Web site (www.marylandtaxes.com) a list of about
100 individuals and businesses which currently owe overdue taxes, penalties and interest to the state.
Since June 2000, when Comptroller Schaefer launched Maryland’s Caught in the Web program, the
agency has collected $18.3 million from 420 tax delinquents.

The agency won a seven-year legal battle regarding the use of subsidiaries to shift corporate in-
come from Maryland to a state without corporate taxes. The court’s decision upheld the comptroller’s
long-standing position that Delaware holding companies should pay their share of tax on the use of
intangibles in the state of Maryland. Closing this frequently used and costly tax loophole brought
$200 million to the state and will continue to contribute to the revenue stream.

An amnesty program, created by the General Assembly and implemented by the comptroller
in 2001, resulted in 18,000 delinquent taxpayers paying $39.4 million in back taxes. The highly pub-
licized program offered
delinquent taxpayers a

two-month period to pay
overdue back taxes and
interest without paying a

civil or criminal penalty.

Marylanders celebrat-
ed two sales tax holi-
days in the last five years.
In 2001 and 2006, the
comptroller implement-
ed new laws that allowed
shoppers to buy many
items of clothing for a
limited period of time
from Maryland mer-
chants without the usual

five percent sales tax.

The Compliance Division, headed by Jim Loftus (left), and the
Regulatory and Enforcement Division, directed by Larry Tolliver,
work together to make sure that tax laws are followed and revenue
collection is maximized.

www.marylandtaxes.com



In 2002 the Compliance Division initiated a project to review the business activity of alcoholic
beverage retailers. Utilizing information provided by Maryland's alcoholic beverage wholesalers,
the division has been able to identify retailers that had underreported sales and tax collected. Though
the project is not yet complete, the division has assessed over $40.5 million in taxes, penalties and
interest.

In the last two fiscal years, over 97,305 people recovered $97.5 million in unclaimed property from
unknown bank accounts, security deposits, wages and insurance benefits. People learned of their lost
assets by visiting the comptroller's Web site, reading inserts in newspapers and taking advantage of
informational exhibits at public events like the Maryland State Fair. The Office of the Comptroller
also does mailings using updated address information from IRS records and state vehicle registration.
The agency currently maintains records on 675,856 accounts worth more than $309 million, dating
from 1966.

. In addition to the work of the Compliance
77.7”3, one qf the most zmportant Division, the Regulatory and Enforcement

ﬁnction s of' the Comptrollerfg Division has renewed its efforts to gain
0 ﬁlce is ensum-ng comp Liance with compliance relating to alcohol, tobac-
tax laws, which is “Cwmf lished current structure of the division results

through a variety of programs. from efforts to streamline many similar
enforcement-related functions within the

co, motor fuel and retail sales taxes. The

Office of the Comptroller. Previously, these functions were carried out by three separate divisions,
each with its own director.

This merger has resulted in a more efficient and productive operation with over $1 million of
retail sales tax being collected in FY 2006, compared with $292,000 in FY 2000. Since FY 1999, the
division’s confiscation of cigarettes has increased in value from $131,000 or a tax loss of $26,000 to
$741,996 in the past fiscal year, representing a tax loss of $118,665. Cigarette tax arrests have risen
from seven in FY 1999 to 160 in the past year, some with direct ties to terrorist activity. The FY 2006
arrest of 87 people for alcoholic beverage violations, along with the confiscation of beverages valued
at $10,592, compares with only one arrest in FY 1999. The recent enforcement of motor fuel tax laws
has resulted in the arrest of 228 individuals in the past fiscal year.

These efforts are above and beyond the FY 2006 collection of over $310 million in alcohol and
tobacco tax revenues as well as nearly $774 million in motor fuel taxes.

All of these functions, in addition to a nationally known and highly respected laboratory where
motor fuels are tested for content and quality, reflect on the Regulatory and Enforcement Division’s
evolution into an efficient, centralized unit with a common approach to enforcement and regulation
of the areas under its management.

www.marylandtaxes.com
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Watching the Books and
Writing the Checks

here are offices that serve the public
directly, and there are offices that
serve the offices that serve the public.

"The latter are often the most critical and, often,
the most invisible.

Such is the case of the general accounting and
payroll divisions of the Comptroller’s Office.
General Accounting is the state’s chief accoun-

tant and bookkeeper, keeping a watchful eye
on state government spending — not only for
the Comptroller’s Office, but for most agen-
cies of the state government. With R*Stars, a
sophisticated state-wide accounting and finan-
cial reporting system, the General Accounting
Division is the centralized accounting and
record-keeping agency for the state.

To keep tabs on spending, General Account-
ing has its own auditors who review thousands

The Central Payroll Bureau, with Robert Murphy of payment requests from state agencies every
(left) as director, works with the General Accounting  day to make sure that expenditures such as sup-
Division and John Kenney, director, to provide plies and travel expenses are legitimate and in

centralized support services to other state agencies. accordance with state spending regulations.

'The division also pays bills from vendors, a responsibility that involves writing about 1.5 mil-
lion checks a year. Through an expanded corporate purchasing card program for small purchases
under $2,500, authorized personnel use credit cards, and General Accounting then makes only one
payment a month for all card transactions. Since 1999, corporate card purchases have expanded from
$37.9 million to $206 million annually. Making one payment per month earns a rebate from the
card - issuing banks and has generated $10.6 million to the state treasury in the last eight years. In
addition, during this period, the state saved about $1.1 million in postage due to the issuance of one
check to the bank versus thousands of checks to vendors.

Each year, the General Accounting Division . . s
prepares this comprehensive financial report, GenemlAccountmg is the states

showing the income and expenses of all state Cbqu accountant and bookkeeper,

agencies. For 25 consecutive years, the divi- .
sion has received a Certificate for Excellence in keef L ’LUdtCl?ﬁl / G e state

Financial Reporting from the Government goq;ernment spendzng

Finance Officers Association of the U.S. for its

adherence to generally accepted accounting principles. The financial reportis included in the official statement
distributed to rating agencies in connection with general obligation bond sales and has been an
important factor in maintaining the state’s triple A bond rating for 45 years.

In another state-wide support function, the Comptroller’s Office Central Payroll Bureau is respon-
sible for issuing bi-weekly paychecks to approximately 104,000 employees consisting of regular state,
university system and contractual employees. This utilizes electronic methodology to enhance the audit
of submitted pay records and the generation of payroll checks. The division was formed in 1953 to
centralize payroll services for most state employees.

www.marylandtaxes.com
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William Donald Schaefer

COMPTROLLER Comptroller
of MARYLAND
John D. Kenney

-
Serving the People Director
General Accounting Division

Honorable Members of the General November 30, 2006
Assembly and the Governor,
State of Maryland

The Comprehensive Annual Financial Report (CAFR) of the State of Maryland (State), for the fiscal year
ended June 30, 2006, includes the financial statements of the State as well as information required by Title 2,
Section 102 of the State Finance and Procurement Article of the Annotated Code of Maryland. Responsibility for
both the accuracy of the presented data and the completeness and fairness of the presentation, including all dis-
closures, rests with the Office of the Comptroller.

The statutes of the State require an audit of every unit of the Executive and Judicial branches of gov-
ernment, including the Comptroller of Maryland’s records, by the Legislative Auditor at least every three years.
The Legislative Auditor is required to be and is a certified public accountant. The Legislative Auditor makes fis-
cal, compliance and performance audits of the various agencies and departments of the State and issues a sepa-
rate report covering each of those audits. The primary purpose of the reports is to present the Legislative
Auditor’s findings relative to the fiscal management of those agencies and departments.

Additionally, my office requires an audit of the State’s basic financial statements by a firm of independ-
ent auditors selected by an audit selection committee composed of members from the Executive and Legislative
branches of State government. This requirement has been complied with, and the opinion of Abrams, Foster,
Nole & Williams, P.A., has been included in the financial section of this report. In addition, Abrams, Foster, Nole
& Williams, P.A. performed an audit to meet the requirements of the Office of Management and Budget (OMB)
Circular A-133, “Audits of States, Local Governments and Non-Profit Organizations,” and such information is
contained in another reporting package.

The State has issued guidelines to its agencies for establishing effective internal controls. As a recipient
of Federal assistance, the State is responsible for ensuring compliance with laws and regulations related to such
assistance. This compliance is accomplished through the internal control guidelines.

The accompanying financial statements include all funds of the State (primary government), as well as
all component units. Component units are legally separate entities for which the primary government is finan-
cially accountable. The various colleges and universities and the Maryland Stadium Authority are reported as
major component units. The Maryland Prepaid College Trust, the Maryland Environmental Service, the
Maryland Industrial Development Financing Authority and the Maryland Food Center Authority are combined
and presented as non-major component units.

Accounting principles generally accepted in the United States of America require that management pro-
vide a narrative introduction, overview and analysis to accompany the basic financial statements in the form of
Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to complement the
MD&A and should be read in conjunction with it. The MD&A can be found immediately following the report
of the independent public accountants.



BACKGROUND INFORMATION ON THE STATE:

Maryland ratified the United States Constitution on April 28, 1788. Its capital is Annapolis, where the
principal activities of state government are centered. Its employment is based largely in services, trade and gov-
ernment. These sectors, along with finance, insurance and real estate are the largest contributors to the gross
state product. The State has a bicameral legislature, the General Assembly, composed of the Senate with 47
members and the House of Delegates with 141 members. The General Assembly meets annually for a 90-day
session beginning on the second Wednesday in January.

The Maryland Constitution requires the Governor to submit to the General Assembly a balanced budg-
et for the following year. The General Assembly cannot increase the budget except in certain organizational
units. The budget currently uses a legally mandated budgetary fund structure. Each state agency is provided
appropriations at a program level, which is the level at which expenditures cannot legally exceed the appropri-
ations. The State also utilizes an encumbrance system to serve as a tool for managing available appropriations.
Maryland maintains its accounts to conform with the legally mandated budget and also to comply with gener-
ally accepted accounting principles. Financial control is generally exercised under the budgetary system.

There is a Spending Affordability Committee which consists of certain designated officers of the General
Assembly and other members as may be appointed by the President of the Senate and the Speaker of the House
of Delegates. Each year the Committee must submit a report to the General Assembly's Legislative Policy
Committee and to the Governor recommending the level of State spending, the level of new debt authorization,
the level of State personnel and the use of any anticipated surplus funds.

Also, the General Assembly created a Capital Debt Affordability Committee, the members of which are
the Treasurer, the Comptroller, the Secretary of Budget and Management, the Secretary of Transportation, and
one person appointed by the Governor. This Committee is required to submit to the Governor by September 10
of each year an estimate of the maximum amount of new general obligation debt that prudently may be author-
ized. The Committee’s recent reports encompass all tax supported debt, including in addition to general obli-
gation debt, bonds issued by the Department of Transportation, bonds issued by the Maryland Stadium
Authority and capital lease transactions. Although the Committee’s responsibilities are advisory only, the
Governor is required to give due consideration to the Committee’s finding in preparing a preliminary allocation
of new general obligation debt authorizations for the next ensuing fiscal year.

INFORMATION ON THE STATE’'S ECONOMIC CONDITION:

Although continuing to grow, Maryland’s economy has slowed in 2006. Employment growth was 1.4%
in 2005, below national growth for the first time in six years, but growth has fallen to under 1.3% through nine
months of 2006, and the gap between national growth has widened. Unemployment is currently at 4.0%, hav-
ing risen half a point from its low earlier in the year, but is still at historically low levels and still more than half
a point below the national average, although this gap has narrowed. Slowdowns in the construction, leisure and
hospitality services and professional and business services industries have offset the accelerating education and
health services and information industries. While the State’s economy is expected to continue to expand, it, like
the national economy, is expected to slow through 2007.



The housing market in Maryland outperformed that the national market over the past five years. Since
2000, when the median price of existing homes was nearly the same in Maryland and the nation, home prices in
Maryland more than doubled, while national home prices have only risen by two-thirds. This has caused a
surge in housing related employment. Maryland’s construction, building supplies, finance, and real estate
industries have all benefited over the past five years, growing roughly 39.8% as a group while the rest of the pri-
vate sector grew by only 3.0%. These sectors generated over 18,000 new jobs in the State since 2000, almost one-
quarter of the total, despite representing only 3.1% of private sector employment in 2005.

But the housing market has turned, and the drivers of economic growth over the past five years are now
likely to become drags. The woes the construction industry, for example, can cause Maryland’s economy are
clear. In the recession of the early 1990s, over 46,000 construction jobs were lost, nearly half of the jobs lost in
the State. Not until September 2003 did the construction industry regain all of these jobs, eight full years after
total employment in the State had reached a new high. The impact of the housing market on construction
employment is one of the key factors facing the State’s economy at this point. Whether nonresidential con-
struction can compensate and how far residential construction falls will play a large role in determining whether
economic growth in the State in 2007 is stagnant or negative, or is relatively strong for this point in the business
cycle.

Aside from the housing sector, the State’s economy faces other risks. Energy prices have fallen dramat-
ically over the past few months, but they could spike at any time, particularly with continued instability in the
Middle East. The very high cost of energy over the past year did not put a noticeable break on Marylanders’
spending, but much of that spending has been financed by debt. Another bout of high gasoline or natural gas
prices may not be so easily absorbed. If the national economy falls into recession, due to housing or any other
reason, Maryland will not escape unscathed.

Lastly, there is a risk that the Base Realignment and Closure Commission (BRAC) recommendations will
not result in as great an impact on Maryland’s economy as initially hoped. Over the past year, with more
detailed analysis of the impact of the BRAC recommendations, a consensus has developed that many of the jobs
moved into the State, particularly from New Jersey, will not bring the incumbents with them but instead will be
filled by naturally occurring population growth. And many of the jobs brought over from Virginia may be filled
by the incumbents, but at least for the short term, many will commute into the State or telecommute. State and
local agencies are continuing study of the impact. Despite these issues, the BRAC process will be a substantial
positive for the State’s economy over the latter half of this decade.

Maryland’s economy is expected to continue growing, although at a slower rate than in 2005. Housing-
related industries including construction, finance and real estate will join with a declining manufacturing sector
and stagnant trade industry to offset healthy expansion in the services, especially education and health servic-
es. Federal government procurement, only about half of which is defense-related, and other federal spending
will continue to provide a solid base for the State, as will the State’s wealth and increasing number of high-skill
jobs. Employment growth is expected to reach 1.4% in 2006 before slowing to 1.1% in 2007. A modest acceler-
ation to 1.3% in 2008 is forecast. Wage and salary growth will reach 7.6% in 2006 before slowing to 5.6% in 2007
and 2008. The following chart provides an overview of Maryland’s employment for the next year.
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MAJOR BUDGETARY INITIATIVES:

The State’s budget for fiscal year 2007 totals $29.6 billion, a 12% increase over the fiscal year 2006 budg-
et. This includes an increase of $462 million for public school education, kindergarten through grade 12. Public
Safety had an increase of 3.7% over the fiscal year 2006 budget, including $32.6 million to support recruitment
and retention of highly trained correctional officers and $10 million to continue development of Maryland's six-
year $70 million Public Safety Communications Interoperability Transformation Program.

The 2007 Medicaid budget is $4.7 billion; a $350 million or 8.5% increase over fiscal year 2006. Budget
highlights for health care include $20.4 million for programs to help Marylanders with developmental disabili-
ties; an increase of $10.6 million to expand the Medicaid Buy-In program to be able to maintain Medicaid cov-
erage for the disabled after obtaining employment, an increase of $4.4 million to support substance abuse treat-
ment programs and $20 million for the Stem Cell Research Fund.

The Bay Restoration Fund, starting in 2007, is anticipated to receive approximately $58 million per year.
These revenues are expected to be pledged as security for future revenue bonds issued by the Maryland Water
Quality Financing Administration and the proceeds applied to grant funds to upgrade wastewater treatment
plants and enhance nutrient removal technology.



Maryland's fiscal year 2007 capital budget totals approximately $3.2 billion. This amount includes
$1.4 billion for State-owned capital projects as well as capital programs that provide grants and loans to local
governments and the private and non-profit sectors. This amount also includes $382.8 million for land preser-
vation programs, and $281 million for public school construction. The remainder of the capital budget, $1.8 bil-
lion, is for highway projects, mass transit and other transportation improvements.

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the State of Maryland for its Comprehensive
Annual Financial Report for the fiscal year ended June 30, 2005. The Certificate of Achievement is a prestigious
national award recognizing conformance with the highest standards for preparation of state and local govern-
ment financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable
and efficiently organized comprehensive annual financial report. This report must satisfy both accounting prin-
ciples generally accepted in the United States of America and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. The State of Maryland has received
a Certificate of Achievement for the last 25 consecutive years (fiscal years ended 1980-2005). We believe that our
current comprehensive annual financial report continues to conform to the Certificate of Achievement Program
requirements, and we are submitting it to the GFOA to determine its eligibility for another certificate.

The preparation of the Comprehensive Annual Financial Report on a timely basis could not have been
accomplished without the efforts and dedication of the staff of the General Accounting Division with assistance
from other personnel from the various departments and agencies of the State.

I will be pleased to furnish additional information on the State’s finances upon request.

Sincerely,

W /—/-MW/
William Donald Schaefer,

Comptroller of Maryland
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Abrams, Foster, Nole & Williams, PA.

Cerfified Public Accountants

2 Hamill Road, Suite 241

West Quadrangle

Baltimore, MD 21210-1886

(410) 433-6830 / Fax (410) 433-6871

Member: American Institute of Certified Public Accountants
and Maryland Association of Certified Public Accountants November 30’ 2006

Report of Independent Public Accountants

The Honorable William D. Schaefer
Comptroller of Maryland

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the State of Maryland (the State), as of June 30, 2006 and for the year then
ended, which collectively comprise the State’s basic financial statements as listed in the table of contents,
These financial statements, schedules and supplementary information are the responsibility of the State’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We did not audit the financial statements of (1) certain Economic Development — Loan Programs; (2)
Unemployment Insurance Program; (3) Maryland State Lottery Agency; (4) Maryland Transportation
Authority; (5) Economic Development Insurance Programs; (6) certain foundations included in the higher
education component unit; (7) Maryland Environmental Service; (8) Maryland Food Center Authority; (9)
Investment Trust Fund; and (10) Deferred Compensation Plan, which represent the percentages of the
assets, net assets and operating revenues or additions of the opinion units listed below.

Percentage of Opinion Unit
Total Total Net Total Operating
Assets Assets Revenues
Business type activities:
Economic Development-Loan Programs 46.2 % 333 % 7.1 %
Unemployment Insurance Program 13.9 23.2 18.5
Maryland State Lottery Agency 3.7 0.6 579
Maryland Transportation Authority 31.7 3535 142
Economic Development-Insurance
Programs 1.3 2.0 0.1
Total percentage of business type activities 96.8 94.6 97.8
Component units:
Major -
Higher Education Foundations 15.1 17.9 8.1
Non-Major -
Maryland Environmental Service 0.9 0.2 3.0
Maryland Food Center Authority 0.3 0.5 0.1
Total percentage of component units 16.3 18.6 11.2
Fiduciary Funds:
Investment Trust Fund 4.1 4.5 52.1
Deferred Compensation Plan 5.1 5.6 3.0
Total percentage of fiduciary funds 9.2 10.1 55.1

Those financial statements were audited by other auditors whose reports thereon have been furnished to us,
and our opinion, insofar as it relates to the amounts included for the above-mentioned funds and component
units, is based on the reports of the other auditors.



We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall basic financial statement presentation. We believe that our audit and the reports of
the other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly in all material respects, the respective financial position of the governmental activities,
the business-type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the State of Maryland as of June 30, 2006, and the respective
changes in the financial position and cash flows where applicable, thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

The management’s discussion and analysis, required supplemental schedules of funding progress for the
Pension and Retirement System and the Maryland Transit Administration Pension Plan, and the respective
budgetary comparison for the budgetary general, special and Federal funds as listed in the table of contents
are not a required part of the basic financial statements but are supplementary information required by the
Governmental Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion on
it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the State of Maryland’s basic financial statements. The combining financial statements,
schedules, introductory and statistical sections, as listed in the table of contents are presented for purposes
of additional analysis and are not a required part of the basic financial statements. The combining financial
statements and schedules have been subjected to the auditing procedures applied by us and the other
auditors in the audit of the basic financial statements and, in our opinion, based on our audit and the reports
of the other auditors, are fairly stated in all material respects in relation to the basic financial statements
taken as a whole. The introductory and statistical sections of this report and the financial schedules
required by law have not been subjected to the auditing procedures applied by us or the other auditors in the
audit of the basic financial statements and, accordingly, we express no opinion on them.

Itors, Pl Wl Epillcn, £9,
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STATE OF MARYLAND

Management’s Discussion and Analysis

Management of the State of Maryland provides this narrative overview and analysis of the financial activities of the State
for the fiscal year ended June 30, 2006. Please read it in conjunction with the Comptroller’s letter of transmittal, which can
be found in the Introductory Section of this report and the State’s financial statements which follow this section.

Financial Highlights
Government—wide

* Maryland reported net assets of $18.6 billion and $16.9 billion in fiscal years 2006 and 2005, respectively.

e Of this amount in fiscal year 2006, a balance of $1.8 billion was reported as total unrestricted net assets, which includes
a $140 million balance in governmental activities and $1.7 billion balance in business-type activities.

e The State’s total net assets increased by $1.7 billion as a result of this year’s operations. The net assets for govern-
mental activities increased by $1.3 billion (10.3%). Net assets of business-type activities increased by $379 million
(8.4%).

e The State’s governmental activities had total expenses of $22.3 billion, total revenues of $23.1 billion and net transfers
from business-type activities of $458 million for a net increase of $1.3 billion.

* Business-type activities had total expenditures of $2.0 billion, program revenues of $2.9 billion, and transfers out of
$458 million for a net increase in net assets of $379 million.

¢ Total State revenues were $26.0 billion, while total costs for all programs were $24.3 billion.

Fund Level

* Governmental funds reported a combined fund balance of $4.3 billion, an increase of $1.1 billion (35.0%) from the
prior year.

¢ The General Fund reported an unreserved, undesignated fund balance of $731 million and an unreserved, designat-
ed fund balance of $1.3 billion compared to an unreserved undesignated fund balance of $308 million and an unre-
served, designated fund balance of $777 million last year, an increase of $423 million and $534 million, respectively.
The total unreserved fund balance in the governmental funds was $2.2 billion, compared to the unreserved fund bal-
ance of $1.1 billion in the prior year.

¢ Governmental funds reported a total reserved fund balance of $2.1 billion in 2006, the same balance as the prior year.
Of this amount, $805 million was in the “State Reserve Fund” and available for future needs, an increase of $265 mil-
lion over the prior year.

Long-term Debt

¢ Total bonds, obligations under long-term leases and other nontraditional Transportation debt at year end was $10.0
billion, a net increase of $484 million (5%) over the prior year.

e $750 million General Obligation Bonds and $100 million Transportation Bonds were issued during the year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the State of Maryland’s basic financial statements.
The State’s basic financial statements comprise three components: 1) government-wide financial statements, 2) fund finan-
cial statements, and 3) notes to the financial statements. This report also contains additional required supplementary infor-
mation and other supplementary information in addition to the basic financial statements.

Government-wide Financial Statements (Reporting the State as a Whole)

The government-wide financial statements provide a broad overview of the State’s operations in a manner similar to a
private-sector business. The statements provide both short-term and long-term information about the State’s financial posi-
tion, which assists readers in assessing the State’s economic condition at the end of the fiscal year. The statements include
all fiscal year revenues and expenses, regardless of whether cash has been received or paid. The government-wide financial
statements include the following two statements.

The Statement of Net Assets presents all of the State’s assets and liabilities, with the difference between the two reported
as “net assets”. Over time, increases and decreases in the State’s net assets may serve as a useful indicator of whether the
financial position of the State is improving or deteriorating.

The Statement of Activities presents information showing how the State’s net assets changed during the most recent fiscal
year. All changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of
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the timing of related cash flows. Thus, revenues and expenses are reported in this statement for some items that will not
result in cash flows until future fiscal periods (such as uncollected taxes and earned but unused vacation leave). This state-
ment also presents a comparison between direct expenses and program revenues for each function of the State.

The above financial statements distinguish between the following three types of state programs or activities:

Governmental Activities - The activities in this section are typically supported by taxes and intergovernmental revenues,
i.e., federal grants. Most services normally associated with State government fall into this category, including the Legislature,
Judiciary, and the general operations of the Executive Department.

Business-Type Activities — These functions normally are intended to recover all or a significant portion of their costs
through user fees and charges to external users of goods and services. These business-type activities of the State include
insurance and loan programs for economic development, the Unemployment Insurance Program, the Lottery, the
Transportation Authority and Maryland Correctional Enterprises, a program which constructs office furnishings utilizing the
prisons’ inmate population.

Discretely Presented Component Units — The government-wide statements include operations for which the State has finan-
cial accountability, but are legally separate entities. Financial information for these component units is reported separately
from the financial information presented for the primary government. The component unit activities include Higher
Education, the Maryland Stadium Authority and other non-major proprietary activities. All of these entities operate simi-
larly to private sector business and to the business-type activities described above. The component unit Higher Education
consists of the University System of Maryland, Morgan State University, St. Mary’s College and Baltimore City Community
College and certain affiliated foundations. The non-major component units include the Maryland Food Center Authority,
Maryland Environmental Service, Maryland Industrial Development Financing Authority, and the College Savings Plans of
Maryland.

Complete financial statements of the individual component units can be obtained from the Comptroller of Maryland,
LLG Treasury Building, Annapolis, Maryland 21404.

This report includes two schedules (pages 27 and 29) that reconcile the amounts reported on the governmental fund
financial statements (modified accrual accounting) with governmental activities (accrual accounting) on the government-
wide statements. The following summarizes the impact of transitioning from modified accrual to accrual accounting:

e Capital assets used in governmental activities are not reported on governmental fund statements.

e Certain tax revenues that are earned and other assets that are not available to pay for current period expenditures are
deferred in governmental fund statements, but are recognized on the government-wide statements.

® Deferred bond issuance costs are capitalized and amortized on the government-wide statements, but reported as
expenditures in governmental funds.

e Unless currently due and payable, long-term liabilities, such as capital lease obligations, compensated absences, liti-
gation, and bonds and notes payable only appear as liabilities in the government-wide statements.

e Capital outlays result in capital assets on the government-wide statements, but are reported as expenditures on the
governmental fund statements.

¢ Bond and note proceeds result in liabilities on the government-wide statements, but are recorded as other financing
sources on the governmental fund statements.

e Certain other transactions represent either increases or decreases in liabilities on the government-wide statements, but
are reported as expenditures on the governmental fund statements.

The government-wide financial statements can be found on pages 22-25 of this report.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for spe-
cific activities or objectives. The State, like other state and local governments, uses fund accounting to ensure and demon-
strate compliance with finance-related legal requirements. The State’s funds can be divided into three categories: govern-
mental, enterprise, and fiduciary. Each of these categories uses a different accounting approach.

Governmental funds — Most of the basic services provided by the State are financed through governmental funds.
Governmental funds are used to account for essentially the same functions reported as governmental activities in the gov-
ernment-wide financial statements. However, unlike the government-wide financial statements, the governmental fund
financial statements focus on near-term inflows and outflows of spendable resources and on the balances of spendable
resources available at the end of the fiscal year. Such information may be useful in evaluating the State’s near-term financ-
ing requirements. These statements provide a detailed short-term view of the State’s finances that assists in determining
whether there will be adequate financial resources available to meet the current needs of the State.
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Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful
to compare the information presented for governmental funds with similar information presented for governmental activi-
ties in the government-wide financial statements. By doing so, readers may better understand the long-term impact of the
State’s near-term financing decisions. Both the governmental fund balance sheet and the governmental fund statement of
revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between govern-
mental funds and governmental activities. These reconciliations are presented on the pages immediately following the gov-
ernmental funds financial statements.

The State maintains five governmental funds. Information is presented separately in the governmental fund balance
sheet and in the governmental fund statement of revenues, expenditures, and changes in fund balances for the general fund
and the Department of Transportation-special revenue fund, both of which are considered to be major funds. Data from the
remaining three governmental funds are combined into a single, aggregated presentation. Data for the non-major govern-
mental funds, namely, the debt service fund for general obligation bonds, the debt service fund for transportation revenue
bonds and the capital projects fund, is provided in the form of combining statements elsewhere in this report. These funds
are reported using modified accrual accounting, which measures cash and all other assets which can be readily converted to
cash. The basic governmental funds financial statements can be found on pages 26-29 of this report.

Enterprise funds — Enterprise funds are used to show activities that operate similar to activities of commercial enterprises.
These funds charge fees for services provided to outside customers including local governments. Enterprise funds provide
the same type of information as the government-wide financial statements, only in more detail. There is no reconciliation
needed between the government-wide financial statements for business-type activities and the enterprise fund financial
statements because they both utilize accrual accounting, the same method used for businesses in the private sector.

The State has six enterprise funds, four of which are considered to be major enterprise funds. These funds are: Economic
Development - Loan Programs, the Unemployment Insurance Program, the Lottery Agency, and the Transportation
Authority. Data for the non-major enterprise funds, Economic Development - Insurance Programs and Maryland
Correctional Enterprises, are combined into a single aggregated presentation. Individual fund data for these non-major
enterprise funds is provided in the form of combining statements elsewhere in this report.

The basic enterprise funds financial statements can be found on pages 32-37 of this report.

Fiduciary funds — Fiduciary funds are used to account for resources held for the benefit of parties outside the state gov-
ernment. Fiduciary funds are not reflected in the government-wide financial statements because the resources of these funds
are restricted in purpose and are not available to support the State’s own programs. Fiduciary funds use accrual accounting.

The State’s fiduciary funds include the Pension and Other Employee Benefits Trust Funds, the Investment Trust Fund and
Agency Funds. The Pension and Other Employee Benefits Trust Funds consist of the Retirement and Pension System, the
Maryland Transit Administration Pension Plan, and the Deferred Compensation Plan. The Investment Trust Fund accounts
for the transactions, assets, liabilities and fund equity of an external investment pool. Agency funds account for the assets
held for distribution by the State as an agent for other governmental units, organizations or individuals. Individual fund
detail for the fiduciary funds can be found in the combining financial statements.

The basic fiduciary funds financial statements can be found on pages 38-39 of this report.

Combining Financial Statements, Component Units — The government-wide financial statements present information for the
component units in a single aggregated column in the Statement of Net Assets and the Statement of Activities. Combining
Statement of Net Assets and Combining Statement of Revenues, Expenses, and Changes in Fund Net Assets have been pro-
vided for the Component Unit Proprietary Funds and provide detail for each major proprietary component unit, with a com-
bining column for the non-major component units. Individual financial statement information for the non-major component
units is provided elsewhere in this report.

The combining financial statements for the component units can be found on pages 42-44 of this report.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the government-
wide and the fund financial statements. The notes to the financial statements can be found on pages 46-82 of this report.

Required Supplementary Information

The required supplementary information includes budgetary comparison schedules for the budgetary general, special rev-
enue and federal funds, along with a reconciliation of the statutory and Generally Accepted Accounting Principles (GAAP)
fund balances at fiscal year end. This report also presents certain required supplementary information concerning the State’s
progress in funding obligations to provide pension benefits and includes a footnote concerning budgeting and budgetary
control. Required supplementary information immediately follows the notes to the financial statements.
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Other Supplementary Information

Combining Financial Statements

The combining financial statements referred to earlier in connection with non-major governmental, enterprise, and fidu-
ciary funds and non-major component units are presented immediately following the required supplementary information.

Government-Wide Financial Analysis

The State’s combined net assets (government and business-type activities) totaled $18.6 billion at the end of 2006, com-
pared to $16.9 billion at the end of the previous year, an increase of $1.7 billion or 9.8% during the current fiscal year, com-
pared to an increase of $1.8 billion in the prior year. This increase reflects the continued improvement in revenues, mainly
the various types of taxes, while the growth in expenses also continued to be contained.

Net Assets as of June 30, 2006
(Expressed in Millions)

Governmental Business-type
Activities Activities Total
2006 2005 2006 2005 2006 2005
Current and other assets $10,103 $8,619 $6,319 $6,026 $16,422 $14,645
Capital assets 17,589 16,810 1,569 1,499 19,158 18,309
Total assets 27,692 25,429 7,888 7,525 35,580 32,954
Long-term liabilities 7,753 7,103 2,647 2,747 10,400 9,850
Other liabilities 6,243 5,908 365 281 6,608 6,189
Total liabilities 13,996 13,011 3,012 3,028 17,008 16,039
Net assets:
Invested in capital
assets, net of related debt 13,406 12,940 1,304 1,218 14,710 14,158
Restricted 150 774 1,902 1,828 2,052 2,602
Unrestricted 140 (1,296) 1,670 1,451 1,810 155
Total net assets $13,696 $12,418 $4,876 $4,497 $18,572 $16,915

The largest portion of the State’s net assets, $14.7 billion, reflects investment in capital assets such as land, buildings,
equipment, and infrastructure, less any related debt to acquire those assets that is still outstanding. The State uses these cap-
ital assets to provide services to citizens. Consequentially, these assets are not available for future spending. Although the
State’s investment in capital assets is reported net of related debt, it should be noted that the resources needed to repay this
debt must be provided from other sources, since the capital assets themselves cannot be used to liquidate these liabilities.

In addition, a portion of the State’s net assets, $2.1 billion, represents resources that are subject to external restrictions or
enabling legislation on how they may be used. The remaining balance of unrestricted net assets, $1.8 billion, reflects the
State’s revenues over expenses.

The following condensed financial information was derived from the government-wide Statement of Activities and
reflects how the State’s net assets changed during the fiscal year.

15



Changes in Net Assets

For the Years Ended June 30, 2006
(Expressed in Millions)

Governmental Business-type
Activities Activities
2006 2005 2006 2005 2006 2005
Revenues:
Program revenues:
Charges for services $ 1,956 $ 2,070 $2,782 $2,678 $ 4,738 $ 4,748
Operating grants and
contributions 5,323 5,091 27 26 5,350 5117
Capital grants and
contributions 794 788 42 52 836 840
General revenues:
Income taxes 7,120 6,830 7,120 6,830
Sales and use taxes 3,386 3,150 3,386 3,150
Motor vehicle taxes 1,983 2,032 1,983 2,032
Other taxes 2,333 2,105 2,333 2,105
Unrestricted investment
earnings 251 130 4 24 255 154
Total revenues 23,146 22,196 2,855 2,780 26,001 24,976
Expenses:
General government 693 748 693 748
Health and mental hygiene 6,588 6,202 6,588 6,202
Education 5,702 5,180 5,702 5,180
Aid for higher education 1,103 1,074 1,103 1,074
Human resources 1,623 1,595 1,623 1,595
Public safety 1,675 1,499 1,675 1,499
Transportation 2,382 1,913 2,382 1,913
Judicial 507 476 507 476
Labor, licensing and regulation 158 170 158 170
Natural resources and recreation 182 185 182 185
Housing and community
development 217 213 217 213
Environment 85 78 85 78
Agriculture 57 56 57 56
Business and economic
development 57 58 57 58
Intergovernmental grants 979 1,453 979 1,453
Interest 318 304 318 304
Economic development loan programs 177 180 177 180
Unemployment insurance program 404 432 404 432
State Lottery 1,061 1,005 1,061 1,005
Transportation Authority 335 325 335 325
Maryland Correctional
Enterprises 41 38 41 38
Total expenses 22,326 21,204 2,018 1,980 24,344 23,184
Increase in net assets
before transfers and
special items 820 992 837 800 1,657 1,792
Transfers and special items 458 421 (458) (421) 0 0
Change in net assets 1,278 1,413 379 379 1,657 1,792
Net assets - beginning 12,418 11,005 4,497 4,118 16,915 15,123
Net assets - ending $13,696 $12,418 $4,876 $4,497 $18,572 $16,915

16



REVENUES BY SOURCE - GOVERNMENTAL ACTIVITIES
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Charges for services
8.5%

EXPENDITURES BY FUNCTION - GOVERNMENTAL ACTIVITIES

Education 25.6%

Aid for higher education 5.0%
Judicial 2.3%

General government 3.1% Business and licensing 0.7%

Interest 1.4%

Intergovernmental 4.4% Human resources 7.3%

Housing, Business and
economic development 1.2%

Public safety 7.5%

Transportation 10.7%

Agriculture, Environment Health and mental hygiene
and Natural resources 1.4% 29.4%

Governmental Activities

Governmental activities in fiscal year 2006 resulted in an increase to the State’s net assets of $1.3 billion, compared to a
net increase of $1.4 billion for the prior year. Comparing current year activities to prior year discloses that revenues increased
by $950 million or 4.3%, while expenses increased by $1.1 billion or 5.3%. The revenue increase was primarily due to an
increase of $705 million in taxes; $290 million from income taxes, $236 million from sales taxes and $179 million in motor
vehicle and other taxes. Overall, the increase in expenses was primarily due to increases in education of $522 million, health

and mental hygiene of $386 million, and public safety of $176 million.

Business-type Activities

Business-type activities increased the State’s net assets by $837 million before transfers of $458 million to governmental

activities. Key elements of this increase are as follows:

Lottery tickets sales increased $75 million or 5.1% to $1.6 billion. The increase to net assets before transfers to the gen-
eral fund was $483 million, an increase of $4 million or 0.9% over the prior year. The increase in sales was attributa-
ble primarily to growth of the Pick four, Keno-Keno Bonus, Mega Millions, and Instant games.

The change in net assets for the Unemployment Insurance Program was an increase of $153 million compared to a net
increase of $177 million in the prior year. Although the net operating revenues remained greater than expenses, the
Program had a decrease of $36 million (6.7%) in charges for services over the prior year due to a reduction in the min-
imum tax rate for the calendar year 2006. In addition, benefit payments decreased $28 million from the prior year due
to a decrease in the unemployment rate.



* Loan programs had an increase of $145 million in net assets over the prior year, primarily due to an increase in charges
for services by the Water Quality Finance Administration for the Bay Restoration Fund of $66 million.

e Charges for services of the Transportation Authority increased by $40 million (12.3%) due to revenues for the Inter
County Connector of $60 million. Also, operating expenses increased by $9 million (3%). The change in net assets was
an increase of $92 million compared to a net increase of $47 million for the prior year.

EXPENSES AND PROGRAM REVENUES - BUSINESS-TYPE ACTIVITIES
(Expressed in Millions)

B Program expenses
I Program revenues
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Financial Analysis of the State’s Funds

As of the end of the current fiscal year, the State’s governmental funds reported a combined fund balance of $4.3 billion,
an increase of $1.1 billion from the prior year. The combined fund balance includes $731 million in unreserved, undesignat-
ed and $1.3 billion in unreserved, designated fund balance for the general fund. In addition, it includes $220 million in unre-
served, undesignated fund balance for the special revenue fund and a deficit of $74 million for the other governmental funds.
The remainder of the fund balance is reserved to indicate that it is not available for new spending because it has been com-
mitted to: 1) liquidate contracts and purchase orders of the prior period, ($779 million); 2) fund prepaid and inventory items,
($471 million); 3) restricted revenue carry forwards, ($9 million); and 4) reserve for various loans, construction projects, and
debt service, ($25 million). In addition, $805 million of the reserved fund balance is in the “State Reserve Fund,” and is set
aside to meet future financial needs. The unreserved general fund, fund balance, plus the amount in the State Reserve Fund,
is approximately 12.1% of the total annual expenditures in governmental funds, compared with 7.2% for the prior year.

General Fund

The general fund is the major operating fund of the State. At the end of the current fiscal year, the undesignated and des-
ignated fund balance of the general fund was $2.0 billion, while total fund balance reached $3.5 billion. The fund balance
of the State’s general fund increased by $911 million during 2006, compared to an increase of $1.1 billion for 2005. General
fund revenues increased by $829 million (4.5%) over the prior year, primarily due to increases in income, sales and other
taxes of $686 million (6.0%). Increases in taxes were supported by individual income taxes, which contributed about half of
general fund revenues, and income tax withholdings, which were slightly ahead of wage and salary growth. In addition,
capital gains, particularly from real estate, continued to support revenue growth. Sales tax revenues, which increased by
7.2%, were driven in large part by construction and utility-related sales. Federal revenues remained relatively steady,
increasing by $165 million (3.2%). Other revenues decreased by $215 million (68.4%) due to decreased revenues transferred
to the State for abandoned property, which experienced a one time increase last year due to a law change, and decreased
miscellaneous collections.

General fund expenditures increased by $980 million or 5.6 %. Although expenditures for most functions remained stable or
decreased, expenditures for education, health and mental hygiene and public safety increased by $409 million (8.1%), $218
million (3.4%), and $171 million (11.9%), respectively, due to continued increased funding for public school education, con-
tinued increases in Medicaid costs and increased funding for employees at correctional facilities and increased inmate health-
care costs.
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Transfers out were $369 million compared to $276 million for the prior year. This increase was due primarily to an
increase in general fund transfers of the property transfer tax to the capital projects fund to support agricultural land preser-
vation.

Special Revenue Fund

The Maryland Department of Transportation special revenue fund accounts for resources used for operation other than
debt service and pension activities of the State’s transportation activities. The fund balance of the Department’s special rev-
enue fund was $383 million as of June 30, 2006, an increase of $40 million (11.5%) from the prior fiscal year. This increase
was primarily due to the decrease in transfers to the general fund of $45 million.

General Fund Budgetary Highlights

Differences between the original budget and the final amended budget, and the final budget and the actual expenditures
for the year are summarized as follows.

Overall, the change between the original and final general fund budget was an increase of $182 million or 1.5%.
Appropriations were increased for Medicaid costs, medical service costs for inmates and increased personnel costs for pris-
ons and juvenile residential facilities. There was a decrease in Budget and Management appropriations which was primari-
ly due to the reallocation of the original appropriation for salary cost of living adjustments from that department to the appli-
cable State agencies. In addition, there was a reorganization to transfer a program from the Department of Housing and
Community Development to an agency within the executive and administrative control function.

Major differences between the final budget and actual expenditures were the result of continued encumbrances for addi-
tions and improvements to buildings and information technology equipment for the Legislature, for various multi-year proj-
ects related to public school construction and for information technology and financing programs of the Departments of
Business and Economic Development and the Environment. The actual general fund expenditures during the year were $186
million less than the final general fund budget. Of this amount, $31 million was returned to the general fund, and the remain-
ing $155 million was encumbered for future spending.

Capital Asset and Debt Administration

Capital assets

At June 30, 2006, the State had invested $19.1 billion (net of accumulated depreciation) in a broad range of capital assets
(see table below). Depreciation expense for the fiscal year totaled $915 million ($855 million for governmental activities and
$60 million for business-type activities). The increase in the State’s investment in capital assets, net of depreciation expense,
for the current fiscal year was 4.6% (4.6 % for governmental activities and 4.7% for business-type activities).

Capital Assets as of June 30, 2006
(Net of Depreciation, Expressed in Millions)

Governmental Business-type Primary Government
Activities Activities Total
2006 2005 2006 2005 2006 2005

Land and improvements $ 2,657 $ 2,495 $ 121 $ 110 $ 2,778 $ 2,605
Art and historical treasures 27 27 27 27
Construction in progress 2,680 2,753 2,680 2,753
Structures and improvements 3,369 3,256 27 29 3,396 3,285
Equipment 860 816 11 12 871 828
Infrastructure 7,996 7,463 1,410 1,348 9,406 8,811
Total $17,589 $16,810 $1,569 $1,499 $19,158 $18,309

Major capital asset events during the current fiscal year included continued construction at the Baltimore Washington
International Airport and for various transportation projects, the preservation of agricultural and open space land through
the purchase of easements, construction of the House Office building and a parking garage, and construction of a new crime
lab and building improvements in State prisons by the Departments of State Police and Public Safety.

Additional information on the State’s capital assets can be found in footnote 10 of this report.

Long-term debt

The State is empowered by law to authorize, issue and sell general obligation bonds, which are backed by the full faith
and credit of the State. The State also issues dedicated revenue bonds for the Department of Transportation and various busi-
ness-type activities. The payment of principal and interest on revenue bonds comes solely from revenues received from the
respective activities. This dedicated revenue debt is not backed by the State’s full faith and credit.
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At June 30, 2006, the State had outstanding bonds totaling $8.8 billion. Of this amount $4.9 billion were general obliga-
tion bonds, backed by the full faith and credit of the State. The remaining $3.9 billion was secured solely by the specified
revenue sources.

Outstanding Bonded Debt as of June 30,
(Expressed in Millions)

Governmental Business-type
Activities Activities Total
2006 2005 2006 2005 2006 2005

General Obligation Bonds

(backed by the State) $4,868 $4,512 $4,868 $4,512
Transportation Bonds

(backed by specific revenues) 1,079 1,072 1,079 1,072
Revenue Bonds

(backed by specific revenues) $2,883 $2,825 2,883 2,825

Total $5,947 $5,584 $2,883 $2,825 $8,830 $8,409

The total increase in bonded debt in the current fiscal year was 5.0% (7.9% increase related to general obligation bonds,
and .7% and 2.1 % increase related to transportation and revenue bonds, respectively). The State’s general obligation bonds
are rated Aaa by Moody’s and AAA by Standard and Poors and Fitch. During fiscal year 2006, the State issued general obli-
gation debt totaling $750 million at a premium of $51 million. On August 10, 2006, (fiscal year 2007), the State issued gener-
al obligation bonds aggregating $350 million for capital improvements.

State law limits the amount of Consolidated Transportation Bonds, dedicated revenue debt, that may be outstanding as
of June 30 to the amount established in the budget, not to exceed $2 billion. The aggregate principal amount of those bonds
that was authorized to be outstanding as of June 30, 2006, was $1.3 billion. This amount was in excess of the $1.1 billion in
Consolidated Transportation Bonds outstanding.

Additional information on the State’s long-term debt can be found in footnote 11 of this report.

Economic Factors and Next Year’s Budget

Unlike the last four years which were characterized by cost containment following the 2001 recession, the fiscal 2007
budget reflects an increase based on strong underlying economic growth fueled by low unemployment of 4.0% during 2006
and continued housing demand. The State’s budget for fiscal year 2007 totals $29.6 billion, a 12% increase over fiscal year
2006. The budget combines the State’s continuing commitment to enhancing public schools with enhancements for higher
education, health, economic development, public safety and other areas. It reflects the full restoration of statutory require-
ments for allocation of transfer tax revenue to land preservation and recreation programs and highway user revenues. The
fiscal 2007 budget is balanced on a cash basis, and, as of June 30, 2006, nearly $2.1 billion in cash has been set aside for future
needs.

Requests for Information

This financial report is designed to provide a general overview of the State’s finances for all those with an interest in the
State’s finances. Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to the General Accounting Division, Office of the Comptroller, P.O. Box 746, Annapolis,
Maryland 21404.
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STATE OF MARYLAND

Statement of Net Assets
June 30, 2006
(Expressed in Thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
Assets
Cash and cash equivalents ....................... $ 4,644,539 $ 128,111 $ 4,772,650 $ 52,009
Investments . ...t 1,777,653 421,515 2,199,168 440,499
Endowment investments ........................ 220,400
Foundation investments ......................... 746,357
Inventories ........... .. ... 92,214 12,645 104,859 10,665
Prepaiditems ........... ... ...l 378,646 378,646 5,023
Deferred charges ............... ... ... ... .. ... 8,660 8,660 5,752
Taxes receivable, net ............. ... ... ....... 907,865 907,865
Intergovernmental receivables . ................... 858,852 858,852
Tuition contracts receivable ...................... 261,344
Due from primary government ................... 808,165
Other accounts receivable . ....................... 625,252 185,083 810,335 359,307
Loans and notes receivable, net ................... 16,660 988,004 1,004,664 76,875
Investment in direct financing leases .............. 464,761 464,761 293,140
Otherassets. .......cooiiiiiii i 6,829 23,549 30,378 19,493
Collateral for lent securities ...................... 719,708 719,708
Restricted assets:
Cash and cash equivalents ..................... 55,799 1,395,789 1,451,588 59,101
Investments ............ ... ... 3,758 1,325,323 1,329,081 40,677
Deferred charges ............................. 9,312 9,312
Loans and notes receivable, net ................. 6,674 1,339,217 1,345,891
Other ... 25,361 25,361 26
Capital assets, net of accumulated depreciation:
Land ... o 2,657,515 120,847 2,778,362 129,256
Art and historical treasures .................... 27,120 27,120 343
Structures and other improvements ............. 3,368,611 26,713 3,395,324 2,864,906
Equipment ........... ... ..o oo 859,794 11,097 870,891 113,020
Infrastructure .......... ... .. ... 7,995,672 1,410,622 9,406,294 324,508
Construction in progress . ...................... 2,680,356 2,680,356 393,776
Total capital assets .......................... 17,589,068 1,569,279 19,158,347 3,825,809
Totalassets ............ccoiiiiiiiiaii.. 27,692,177 7,887,949 35,580,126 7,224,642

22




Primary Government

Governmental Business-type Component
Activities Activities Total Units
Liabilities
Salaries payable ............. ... ... . ool 84,257 84,257 57,317
Vouchers payable ..................... ... ... .. 293,537 293,537
Accounts payable and accrued liabilities ............ 1,411,634 186,507 1,598,141 159,356
Internal balances ......... ... .. .. .. ... ... .. .. ... 354,556 (354,556)
Due to component units .......................... 808,165 808,165
Accounts payable to political subdivisions .......... 262,685 262,685
Unearned revenue . .............ouuininininienan.n 25,084 15,808 40,892 159,035
Matured bonds and interest coupons payable ....... 972 972
Accrued insurance on loanlosses .................. 7,642 7,642 2,346
Accounts payable for local income taxes ............ 1,480,180 1,480,180
Other liabilities ............ ... ... 2,060
Collateral obligations for lent securities ............. 719,708 719,708
Bonds and notes payable:
Due withinoneyear ........................... 473,985 455,095 929,080 79,782
Due in more thanoneyear ...................... 5,817,342 2,427,760 8,245,102 1,278,277
Other noncurrent liabilities:
Due withinoneyear ........................... 328,398 54,318 382,716 110,334
Due in more thanoneyear ...................... 1,935,749 219,712 2,155,461 715,897
Total liabilities . .......... ... i, 13,996,252 3,012,286 17,008,538 2,564,404
Net Assets
Invested in capital assets, net of related debt ........ 13,405,751 1,303,668 14,709,419 2,770,163
Restricted for:
Humanresources .............cciiiiiiunnnn. 8,650 8,650
Debtservice . ........coviiii 134,054 68,998 203,052 5416
Capital improvements and deposits .............. 243 192,921 193,164 34,155
Higher education-nonexpendable ................ 540,296
Higher education-expendable ................... 444,540
Loans and notes receivable ..................... 6,674 6,674 77,142
Unemployment compensation benefits ........... 1,130,892 1,130,892
Loan programs ..................ooiiiiiiii... 404,947 404,947
Insurance programs ... 102,388 102,388
Other ... 1,625 1,625
Unrestricted ........... .0 140,553 1,670,224 1,810,777 788,526
Totalnetassets ............cccoiiiieinnn.. $13,695,925 $4,875,663 $18,571,588 $4,660,238

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

Balance Sheet

Governmental Funds

June 30, 2006

(Expressed in Thousands)

Special
Revenue
Maryland Other Total
Department of ~Governmental Governmental
General Transportation Funds Funds
Assets:
Cash and cash equivalents ....................... $4,541,960 $ 102,579 $ 4,644,539
Cash and cash equivalents - restricted ............. $ 49,430 938 50,368
Cash with fiscal agent - restricted ................. 5,431 5,431
Investments ............ ... . .. ... 1,777,653 1,777,653
Investments - restricted ......................... 3,758 3,758
Prepaiditems .................. ... ... . o 326,442 52,204 378,646
Taxes receivable, net ........... ... ... .. ....... 801,514 91,773 14,578 907,865
Intergovernmental receivables ................... 624,076 234,776 858,852
Other accounts receivable ....................... 579,746 45,170 336 625,252
Due fromotherfunds ........................... 48,014 271,560 323,864 643,438
Inventories ............ .. ... 24,058 68,156 92,214
Loans and notes receivable, net .................. 1,373 7,748 7,539 16,660
Loans and notes receivable - restricted ............ 6,674 6,674
Collateral for lent securities ...................... 719,708 719,708
Totalassets ..., $9,444 544 $820,817 $ 465,697 $10,731,058
Liabilities:
Salaries payable ................ ... ... ool $ 69,658 $ 14,599 $ 84,257
Vouchers payable ........................... ... 198,783 30,427 $ 64,327 293,537
Accounts payable and accrued liabilities . .......... 1,062,179 243,774 25,785 1,331,738
Duetootherfunds ............ ... .. .. .. ....... 981,922 16,072 997,994
Due to component units ......................... 808,165 808,165
Accounts payable to political subdivisions ........ 1,649,961 79,960 12,944 1,742,865
Deferredrevenue .............coiiiiiniininann.. 331,381 52,798 101 384,280
Matured bonds and interest coupons payable . ..... 972 972
Accrued self-insurance costs ..................... 90,233 90,233
Collateral obligations for lent securities ........... 719,708 719,708
Total liabilities ........... ... ... ... .. 5,911,990 437,630 104,129 6,453,749
Fund balances:
Reserved for:
Statereservefund .......... ... .. .. .. .. .. ..., 805,495 805,495
Encumbrances ........... .. ... 325,029 37,025 417,294 779,348
Prepaid items and inventories................... 350,500 120,360 470,860
Loans and notes receivable ..................... 996 5,822 13,775 20,593
Construction projects .......................... 243 243
Restricted revenues ...................iin... 8,650 8,650
Debtservice ..........oiiiiiiii 4,497 4,497
Unreserved:
Designated .............. ... .. oo 1,311,018 1,311,018
Undesignated, (deficit) reported in:
Generalfund .......... ... ... .. .. ... .. .. ... 730,866 730,866
Special revenue fund ............ ... . L 219,737 219,737
Non-major debt service funds ................ 122,456 122,456
Non-major capital projects fund ............... (196,454) (196,454)
Total fund balance ........................ 3,532,554 383,187 361,568 4,277,309
Total liabilities and fund balances .......... $9,444 544 $820,817 $ 465,697 $10,731,058

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

Reconciliation of the Governmental Funds’ Fund Balance
to the Statement of Net Assets, Net Assets’ Balance
June 30, 2006
(Expressed in Thousands)

Amounts reported for governmental activities in the Statement of Net Assets (pages 23-24)
differ from the amounts for the governmental funds' fund balances because:

Amount in governmental funds, fund balance (page26) .......... ... .. ... i $4,277,309
Capital assets used in governmental activities are not financial resources
and, therefore, are not reported inthe funds .......... ... ... .. .. i 17,589,063
Taxes and other receivables that will not be available to pay for current-period
expenditures and, therefore, are deferred inthefunds ........... ... ... ... ... ... ... ... 359,197
Accrued interest payable on bonds and capital leases are not liquidated
with current financial resources in the governmental funds .............. ... ... ... . o oL (115,396)
Other assets not available to pay for current period expenditures ................................. 7,447

Long-term liabilities are not due and payable in the current period
and, therefore, are not reported in the funds:

General Obligation Bonds ............ .. (4,919,564)
Deferred charges to be amortized over the life of thedebt ................................. ... 67,742
Premiums to be amortized over the lifeof thedebt .......... .. ... .. .. ... ... . .. . . (284,205)

Transportation Bonds ............ . . (1,079,340)
Deferred charges to be amortized over the life of thedebt.............. ... ... ... ... ... ... 8,841
Premiums to be amortized over the life of thedebt ........... ... ... . ... . i i (76,757)

Accrued self-INSUTance COSES ... ...ttt ettt e e e e e e e e (199,487)

Accrued annual leave . ... ... (264,954)

Pension Habilities . . ... ... (436,793)

Other long term liabilities . ............ .. . . (424,446)

Obligations under capital leases .............. ... i i (519,592)

Obligations under capital leases with component units .................... ... ... ... ... ..., (293,140)
Net assets of governmental activities (page 23) ......... ... ... .. i $13,695,925

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Statement of Revenues, Expenditures
and Changes in Fund Balances
Governmental Funds

For the Year Ended June 30, 2006
(Expressed in Thousands)

Special
Revenue
Maryland Other Total
Department of Governmental Governmental
General Transportation Funds Funds
Revenues:
Incometaxes ..........cooiiiiiiiiii .. $ 7,108,573 $ 7,108,573
Salesand usetaxes . ...........c.coiuiuiininn... 3,382,851 3,382,851
Motor vehicle taxes and fees .................... $1,983,439 1,983,439
Othertaxes ...........iiiiiniiiii. 1,748,366 $ 584,602 2,332,968
Other licenses and fees ......................... 808,617 808,617
Charges for services . ........................... 597,719 372,626 970,345
Revenues pledged as security for bonds .......... 70,593 70,593
Interest and other investment income ............ 201,783 8,375 9,451 219,609
Federalrevenue ............. ... ... .. ........ 5,258,137 860,446 6,118,583
Other ... 99,236 9,354 99 108,689
Totalrevenues . .............co .. 19,205,282 3,304,833 594,152 23,104,267
Expenditures:
Current:
General government ......................... 736,694 736,694
Health and mental hygiene ................... 6,547,288 6,547,288
Education ........... .. ... . ... 5,433,590 221,054 5,654,644
Aid to higher education ...................... 918,531 184,983 1,103,514
Humanresources ............................ 1,622,922 1,622,922
Publicsafety ............. ... ... . .. L 1,606,314 1,606,314
Transportation .................. ... ... 1,121,714 1,121,714
Judicial ....... ... 490,861 490,861
Labor, licensing and regulation ................ 154,607 154,607
Natural resources and recreation .............. 165,439 165,439
Housing and community development ......... 215,940 215,940
Environment ............ ... ... ... ... .. ... 83,793 83,793
Agriculture ... 64,044 64,044
Business and economic development ........... 56,374 56,374
Intergovernmental grants and revenue sharing . . 553,941 821,038 187,560 1,562,539
Capital outlays ............ ... ..o il 1,432,833 106,094 1,538,927
Debt service:
Principal retirtement .......................... 485,635 485,635
Interest ... ... ... . 280,278 280,278
Bond issuance costs . ...... .. ..., 366 1,412 1,778
Total expenditures ........................... 18,650,704 3,375,585 1,467,016 23,493,305
Excess (deficiency) of revenues over (under)
expenditures ........... ... oo 554,578 (70,752) (872,864) (389,038)
Other financing sources (uses):
Capitalleases .............ccoiiiiiiiiiiiaa.. 71,798 49,399 121,197
Other long-term liabilities ...................... 5,320 5,320
Bondsissued ............. ... 100,000 750,000 850,000
Bond premium ................. oo 120 54,787 54,907
Transfersin .............c i 653,163 229,282 251,408 1,133,853
Transfersout ..., (368,942) (273,768) (33,293) (676,003)
Total other sources of financial resources ....... 356,019 110,353 1,022,902 1,489,274
Net change in fund balances ................ 910,597 39,601 150,038 1,100,236
Fund balances, beginning of the year ................ 2,621,957 343,586 211,530 3,177,073
Fund balances, end of theyear ..................... $ 3,532,554 $ 383,187 $ 361,568 $ 4,277,309

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

Reconciliation of the Statement of the Revenues, Expenditures,
and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
For the Year Ended June 30, 2006

(Expressed in Thousands)

Amounts reported for governmental activities in the Statement of Activities (pages 24-25) are
different from the amounts reported in the Statement of Revenues, Expenditures,
and Changes in Fund Balances of Governmental Funds because of the following:

Net change in fund balances - total governmental funds (page 28) ........................... $1,100,236
Governmental funds report capital outlays as expenditures. However, in the Statement of
Activities, the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by which capital outlays exceed
depreciation in the current period.
Capital outlays ........... . $1,644,936
Depreciation expense ................. ... (855,459) 789,477
The net effect of various miscellaneous transactions involving capital assets
(i.e., sales, trade-ins, and donations) is to decrease net assets.
Net loss on disposals and trade-ins ................ ... ... ... .. i (10,746) (10,746)
Revenues in the Statement of Activities that do not provide current financial resources are
not reported as revenues in the governmental funds:
Deferred revenues for taxes are recognized,
net of revenue already recognized in the prioryear ............... ... ... .. ... ... 13,600
Deferred revenues for other revenues are recognized,
net of revenue already recognized in the prioryear ................ ... ... .. ... (5,130) 8,470
The issuance of long term debt (e.g. bonds, leases) provides current financial resources to
governmental funds, while the repayment of the principal of long term debt consumes
current financial resources of governmental funds. Neither transaction, however, has any
effect on net assets. Also, the governmental funds report the effect of issuance costs,
premiums, discounts and similar items when debt is first issued, whereas these amounts
are deferred and amortized in the Statement of Activities. This amount is the net
effect of these differences in the treatment of long term debt and related items.
Debt issued, General Obligation Bonds ................. ... ... ... i (801,094)
Debt issued, Transportation Bonds ........... ... ... .. .. i (103,813)
Capital lease financing .............. .. i (121,197)
Other long-term financing ........... ... . . . . i (4,988)
Premiums. discounts and 1SSUANCE COSES . . ...ttt e 29,108
Principal repayments:
General Obligation Bonds .......... ... . i 393,355
Transportation Bonds .......... ... .. 92,280
Capital eases ............ .. i 52,922
Other long-term financing . ............. ... i 10,255 (453,172)
Some expenses reported in the Statement of Activities do not require the use of current
financial resources and, therefore, are not reported as expenditures in the governmental
funds:
Compensated absences ................iiiiiiii (19,987)
SElf-INSUTANCE . . ..ottt et e e e e e e e (12,272)
Deferred charges ........ ... ... i 123
Net pension obligation ............ ... .. . (157,175)
Accrued INTETEST . . ..o ot (9,796)
Other long term liabilities . . ............ ... ... . 43,024 (156,083)
Change in net assets of governmental activities (page 25) ........... ... ... ... . . ... ... $1,278,182

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

ENTERPRISE FUND FINANCIAL STATEMENTS

Major Funds

Economic Development Loan Programs

This fund includes the direct loan programs of the Maryland Departments of Housing and Community
Development, Business and Economic Development and Environment.
Unemployment Insurance Program

This fund reflects the transactions, assets, liabilities and net assets of the Unemployment Insurance
Program and is used to account for the unemployment assessments collected from employers, Federal revenue
received and remittance of benefits to the unemployed.

Maryland State Lottery Agency

This fund accounts for the operation of the State Lottery.

Maryland Transportation Authority

This fund accounts for the activity of the Maryland Transportation Authority, which is responsible for the
operation and maintenance of toll roads, bridges and tunnels in the State.

Non-major Funds

Other Enterprise Funds

Individual non-major enterprise funds are presented in the combining section following the footnotes.
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STATE OF MARYLAND

Statement of Fund Net Assets
Enterprise Funds
June 30, 2006
(Expressed in Thousands)

Economic Maryland
Development Unemployment  State Maryland Other
Loan Insurance Lottery = Transportation Enterprise
Programs Program Agency Authority Funds Total
Assets -
Current assets:
Cash and cash equivalents ......... $ 2 $ 1,716 $ 126,383 $ 10 $ 128,111
Investments . ..................... 164,920 196,927 361,847
Other accounts receivable . ......... 13,161 $ 122,057 23,196 19,948 6,721 185,083
Due from other funds ............. 243,137 1,275 61,925 451 114,572 421,360
Inventories ...................... 3,197 1,668 7,780 12,645
Loans and notes receivable, net . . . .. 53,989 150 54,139
Investment in direct financing leases 36,492 36,492
Otherassets ...................... 70 31 932 1,033
Current restricted assets:
Cash and cash equivalents . ... ... 252,225 109,580 361,805
Cash on deposit with U.S. Treasury 1,033,984 1,033,984
Investments .................... 445,818 41,632 123,688 611,138
Loans and notes receivable, net . . . 50,399 50,399
Other accounts receivable . .. ... .. 24,903 24,903
Total current assets ........... 1,248,624 1,157,316 131,697 615,137 130,165 3,282,939
Non-current assets:
Investments . ..................... 58,688 980 59,668
Due from other funds ............. 9,324 9,324
Loans and notes receivable, net . . . .. 933,425 440 933,865
Investment in direct financing leases 428,269 428,269
Otherassets ...................... 22,516 22,516
Restricted non-current assets:
Investments . ................... 542,566 171,619 714,185
Deferred charges ............... 9,312 9,312
Loans and notes receivable, net ... 1,288,818 1,288,818
Other accounts receivable . ....... 458 458
Capital assets, net of accumulated depreciation:
Land ............ ... . ... . ... 120,847 120,847
Structures and improvements . ... 26,267 446 26,713
Equipment..................... 95 1,549 4,379 5,074 11,097
Infrastructure .................. 1,410,535 87 1,410,622
Total non-current assets ....... 2,833,362 173,168 2,022,137 7,027 5,035,694
Total assets ................ 4,081,986 1,157,316 304,865 2,637,274 137,192 8,318,633
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Economic Maryland
Development Unemployment  State Maryland Other
Loan Insurance Lottery = Transportation  Enterprise
Programs Program Agency Authority Funds Total
Liabilities -
Current liabilities:
Accounts payable and
accrued liabilities ............... 64,263 26,424 31,781 62,423 1,616 186,507
Duetootherfunds................ 41,717 34,411 76,128
Accrued insurance on loan losses . . . 141 7,501 7,642
Other liabilities . .................. 10,070 41,974 1,213 1,061 54,318
Unearned revenue ................ 28 2,475 11,801 1,504 15,808
Revenue bonds payable - current . .. 411,320 43,775 455,095
Total current liabilities ........... 485,822 26,424 117,947 153,623 11,682 795,498
Non-current liabilities:
Other liabilities . .................. 25,878 159,906 32,315 1,613 219,712
Revenue bonds payable ........... 1,706,420 721,340 2,427,760
Total non-current liabilities ...... 1,732,298 159,906 753,655 1,613 2,647,472
Total liabilities ............... 2,218,120 26,424 277,853 907,278 13,295 3,442,970
Net Assets:
Invested in capital assets,
net of related debt .............. 95 293 1,297,673 5,607 1,303,668
Restricted for:
Debtservice ................... 68,998 68,998
Capital improvements . .......... 192,921 192,921
Unemployment compensation
benefits ..................... 1,130,892 1,130,892
Loan programs ................. 404,947 404,947
Insurance programs ............. 102,388 102,388
Other ..., 1,625 1,625
Unrestricted ..................... 1,458,824 26,719 168,779 15,902 1,670,224
Total netassets ................ $1,863,866 $1,130,892 $ 27,012 $1,729,996 $123,897 $4,875,663

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

Statement of Revenues, Expenses
and Changes in Fund Net Assets
Enterprise Funds
For the Year Ended June 30, 2006
(Expressed in Thousands)

Economic Maryland
Development Unemployment  State Maryland Other
Loan Insurance Lottery = Transportation Enterprise
Programs Program Agency Authority Funds Total
Operating revenues:
Lottery ticketsales ................ $1,560,906 $1,560,906
Charges for services and sales . . . ... $ 82,460 $ 507,540 $ 370,540 $ 44,849 1,005,389
Loan and grant recoveries ......... 11,980 (8,744) 3,236
Unrestricted interest on loan income 24,944 553 25,497
Restricted interest on loan income . . 77,233 77,233
Other ........... ..., .. 10,475 11,966 2 22,443
Total operating revenues ........ 207,092 498,796 1,560,906 382,506 45,404 2,694,704
Operating expenses:
Prizesand claims ................. 904,078 904,078
Commissions and bonuses . ........ 102,705 102,705
Cost of sales and services .......... 21,839 33,852 55,691
Operation and maintenance
of facilities ..................... 4,261 230,045 234,306
General and administrative ........ 26,281 32,069 11,355 9,404 79,109
Benefit payments ................. 403,776 403,776
Capital grant distributions ......... 14,571 14,571
Restricted interest expense ......... 93,793 93,793
Depreciation and amortization . .... 5,389 560 58,038 1,178 65,165
Provision for (reduction in)
insurance on loan losses ......... 12,247 (2,879) 9,368
Other ............cciiiiii. .. 14,966 14,966
Total operating expenses ........ 171,508 403,776 1,061,251 299,438 41,555 1,977,528
Operating income .............. 35,584 95,020 499,655 83,068 3,849 717,176
Non-operating revenues (expenses):
Unrestricted interest and other
investment income . ............. 10,676 (16,974) 10,732 4,434
Restricted interest and other
investment income . ............. 18,318 42,590 33,906 4,100 98,914
Interest expense .................. (44) (35,467) (35,511)
Federal grants and distributions . . .. 15,054 15,054
Other ............c.iiiiiii. .. (5,086) 4 (5,082)
Total non-operating revenues
(expenses) ................... 23,908 57,644 (17,018) 9,171 4,104 77,809
Income before contributions
and transfers . ................ 59,492 152,664 482,637 92,239 7,953 794,985
Capital contributions . ............... 41,710 41,710
Transfersin ........... ..., 50,995 50,995
Transfersout ....................... (6,874) (500,971) (1,000)  (508,845)
Change in net assets ........ 145,323 152,664 (18,334) 92,239 6,953 378,845
Total net assets - beginning of the year 1,718,543 978,228 45,346 1,637,757 116,944 4,496,818
Total net assets - end of the year ...... $1,863,866 $1,130,892 $ 27,012 $1,729,996 $123,897 $4,875,663

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

Statement of Cash Flow
Enterprise Funds
For the Year Ended June 30, 2006
(Expressed in Thousands)

Economic Maryland
Development Unemployment  State Maryland Other
Loan Insurance Lottery = Transportation  Enterprise
Programs Program Agency Authority Funds Total
Cash flows from operating activities:
Receipts from customers ........... $ 508,824 $ 519,698  $1,558,029 $ 415,817 $43,439 $ 3,045,807
Payments to suppliers ............. (2,031) (42,842) (219,382) (28,313) (292,568)
Payments to employees ........... (11,623) (11,263) (74,141) (14,322) (111,349)
Other receipts (payments) ......... (561,881) (409,391) (100,850) 35,000 (3,331) (1,040,453)
Lottery prize payments ............ (903,244) (903,244)
Net cash provided (used) by
operating activities ........... (66,711) 110,307 499,830 157,294 (2,527) 698,193
Cash flows from non-capital
financing activities:
Proceeds from the sale of
revenuebonds ................. 664,539 664,539
Payment on revenue bonds ........ (613,878) (19,465) (633,343)
Interest payments ................ (9,873) (9,873)
Transfersin ...................... 56,141 56,141
Transfersout ..................... (7,874) (497,560) (1,000) (506,434)
Capital contributions .............. 41,710 41,710
Grants ........... i 15 15,054 15,069
Lottery installment payments ...... (45,868) (45,868)
Other ... ... (4,264) (1,663) (5,927)
Net cash provided (used) by
noncapital financing activities .. 136,389 13,391 (543,428) (29,338) (1,000) (423,986)
Cash flows from capital and related
financing activities:
Proceeds from notes payable and
revenuebonds ................. 23,760 23,760
Principal paid on notes payable and
revenuebonds ................. (7,575) (7,575)
Interest payments ................ (44) (24,751) (24,795)
Acquisition of capital assets ........ (64) (118,371) (698) (119,133)
Payment of capital lease
obligations ..................... (417) (417)
Net cash provided (used) by
capital and related financing
activities . ......... .ol (64) (461) (126,937) (698) (128,160)
Cash flows from investing activities:
Purchase of investments ........... (1,014,387) (651) (2,051,939) (3,066,977)
Proceeds from maturity and
sale of investments ............. 907,224 45,869 2,020,433 2,973,526
Interest on investments ............ 22,304 42,590 18,978 4,225 88,097
Acquisition of assets leased in direct
financing leases ................ (43,314) (43,314)
Receipts from investment in direct
financing leases ................ 76,561 76,561
Net cash provided (used) by
investing activities ............ (84,859) 42,590 45,218 20,719 4,225 27,893
Net change in cash and cash
equivalents ................ (15,245) 166,288 1,159 21,738 173,940
Balance - beginning of the year . 267,472 867,696 557 214,225 10 1,349,960
Balance - end of the year ...... $ 252,227 $1,033,984 $ 1,716 $ 235,963 $ 10  $ 1,523,900




Economic Maryland

Development Unemployment  State Maryland Other
Loan Insurance Lottery = Transportation  Enterprise
Programs Program Agency Authority Funds Total

Reconciliation of operating income

to net cash provided by

operating activities:

Operating income ................ $ 35,584 $ 95,020 $499,655 $ 83,068 $ 3,849 $717,176
Adjustments to reconcile operating

income (loss) to net cash provided

(used) by operating activities:

Depreciation and amortization . . ... 4,064 560 58,038 1,178 63,840

Interestonbonds ................. 2,584 2,584

Deferred prize payments .......... 651 651

Effect of changes in non-cash operating
assets and liabilities:

Other accounts receivable.......... 6,195 14,177 (2,114) 960 (1,746) 17,472
Intergovernmental receivables . . . . ..
Due from other funds ............. (91,858) (1,275) 1,837 563 (2,900) (93,633)
Inventories ............... .. ..., 85 (81) (305) (301)
Loans and notes receivable ........ (15,689) 54 (15,635)
Otherassets . ..................... (1,970) 12 660 (1,298)
Accounts payable and accrued
liabilities ...................... 227 2,385 (165) (13,375) 79 (10,849)
Duetootherfunds................ (398) 24,122 23,724
Accrued insurance on loan losses . . . (3,750) (3,750)
Other liabilities . .................. (5,/452) 72 312 14 (5,054)
Unearned revenue ................ 2 (763) 3,687 340 3,266
Total adjustments ................. (102,295) 15,287 175 74,226 (6,376) (18,983)
Net cash provided (used) by operating
activities ....... ... ... oo oo L $ (66,711) $110,307 $499,830 $157,294 $(2,527) $698,193

Noncash transactions (amounts
expressed in thousands):
Loan Programs -
Loan loss forgiveness ............. $ (1,170)
Lottery Agency - Unrealized loss on
investments ...................... $(16,974)
Transportation Authority - Additions
to capitalassets .................. $ 15,983

The accompanying notes to the financial statements are an integral part of this financial statement.



STATE OF MARYLAND

Statement of Fiduciary Net Assets

Fiduciary Funds
June 30, 2006
(Expressed in Thousands)
Pension and Other Investment
Employee Benefits Trust Agency
Trust Funds Fund Funds
Assets:
Cash and cash equivalents .................................. $ 1,423,111 $ 68,99
Investments:
U.S. Treasury and agency obligations ....................... 843,161 $1,215,598
Repurchase agreements . ................ .. ..., 333,244
Bonds .. ... 1,311,880
Corporate equity securities . ............ ... ... ... ... ..., 7,904,686
Commercial paper ........... ... 79,191
Bankers acceptances ................. i 4,000
Mortgage related securities ............. ... ... 2,150,665
Mutual funds . ........ .. . 19,961,001 107,834
Guaranteed investment contracts .......................... 550,008
Realestate ..........oiiii e 882,964
Annuity contracts ... 393,238
Investment held by borrowers under
securities lent with cash collateral ........................ 2,110,139
Total investments . ............. it 36,107,742 1,739,867
Taxes receivable, net ........... ... . . . . . ... 210,269
Accounts receivable from state treasury ....................... 1,593,114
Otherreceivables ........... ... i 729,072 1,676 2,350
Collateral for lent securities ...............ouiiiiiinnaan.. 2,148,668
Total @ssets . ... ooe i 40,408,593 1,741,543 1,874,729
Liabilities:
Accounts payable to state treasury ................. ... ... 154,219
Accounts payable and accrued liabilities ...................... 1,642,757 7,674 137,916
Accounts payable to political subdivisions .................... 1,582,594
Collateral obligation for lent securities ........................ 2,148,668
Total liabilities . .. ...t 3,791,425 7,674 1,874,729
Net assets:
Held in trust for:
Pension benefits (A schedule of funding progress
for each of the plans may be found on pages 87 & 88) ...... 34,478,915
Deferred compensation benefits ......................... 2,138,253
Local Government Investment Pool participants ........... 1,733,869
Total net assets .............oiiiiiieiii $36,617,168 $1,733,869 $ -

The accompanying notes to the financial statements are an integral part of this financial statement.



STATE OF MARYLAND

Statement of Changes in Fiduciary Net Assets

Fiduciary Funds
June 30, 2006
(Expressed in Thousands)

Pension and Other Investment
Employee Benefits Trust
Trust Funds Fund
Additions:
Contributions:
Employers ...... ... $ 317,557
MemDbETS ..ottt 362,166 $4,797,153
SPONSOTS . ..ot 435,601
Total contributions ........... .. .. .. . . . 1,115,324 4,797,153
Investment earnings:
Net increase in fair value of investments .................... 2,889,509
Interest . ... 373,759 74,527
Dividends .......... 200,633
Real estate operating net earnings . ......................... 33,496
Net change in annuity reserves ............................ 3,028
Total investment earnings ....................... .. ... ... 3,500,425 74,527
Less: investment expense ............... ... ... i 144,808
Net investment earnings ................ .. ..., 3,355,617 74,527
Total additions .............. i 4,470,941 4,871,680
Deductions:
Benefit payments ......... ... .. 1,967,935
Distributions to participants ................. ... ... ..o 74,527
Redemptions (unit transactions at $1.00 per unit) .............. 4,836,250
Refunds ... 18,741
Administrative expenses . ............ ..o i 24,841
Total deductions ........... ... i, 2,011,517 4,910,777
Changeinnetassets ................................. 2,459,424 (39,097)
Net assets - beginning of theyear .............................. 34,157,744 1,772,966
Netassets-endoftheyear.......... ... ... $36,617,168 $1,733,869

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

COMPONENT UNIT FINANCIAL STATEMENTS

Major Component Units

Higher Education

Higher education consists of the University System of Maryland, Morgan State University, St. Mary's
College of Maryland and Baltimore City Community College and certain of their foundations. Because the uni-
versities and colleges are similar in nature and function, they have been combined and presented as a single
component unit. The financial information for certain foundations affiliated with the universities and colleges
has not been included in this fund in accordance with GASB Statement No. 14 as amended by GASB Statement
No. 39.

Maryland Stadium Authority

The Maryland Stadium Authority was created as a body corporate and politic and as an independent unit
of the Executive Department of the State of Maryland. The Authority's purpose is to acquire land and to con-
struct, operate and/or manage various capital facilities in the State.

Non-major Component Units

Other Component Units

Non-major component units are presented individually in the combining section following the footnotes.
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STATE OF MARYLAND

Combining Statement of Net Assets
Component Units
June 30, 2006
(Expressed in Thousands)

Other
Higher Stadium Component
Education Authority Units Total
Assets:

Cash and cash equivalents ....................... $ 45,518 $ 229 $ 6,262 $ 52,009
Investments ... ..... ... . ... . 4,003 436,496 440,499
Endowment investments ........................ 220,400 220,400
Foundation investments ......................... 746,357 746,357
Tuition contracts receivable ...................... 78,559 182,785 261,344
Other accounts receivable . ....................... 336,463 8,467 14,377 359,307
Due from primary government ................... 760,156 7,870 40,139 808,165
Inventories ........... ... .. .. 10,665 10,665
Prepaiditems .................. ... ... . . 5,023 5,023
Deferred charges ........................ ... ..., 1,584 4,168 5,752
Loans and notes receivable,net ................... 72,312 4,563 76,875
Investments in direct financing leases ............. 283,787 9,353 293,140
Otherassets . ..........oiiiiiiiii .. 16,004 1 3,488 19,493
Restricted assets:

Cash and cash equivalents ..................... 59,026 75 59,101

Investments . .............. i 12,016 12,567 16,094 40,677

Other ... .. 26 26
Capital assets, net of accumulated depreciation:

Land ... o 123,474 5,782 129,256

Art and historical treasures .................... 343 343

Structures and improvements .................. 2,622,580 221,027 21,299 2,864,906

Infrastructure ............ .. .. .. .. ... . ... ... 111,651 1,369 113,020

Equipment ...l 315,040 1,001 8,467 324,508

Construction in progress . ...................... 392,909 867 393,776

Totalassets ............c.cciiiiiiiiii... 5,934,109 543,755 746,778 7,224,642
Liabilities:

Salaries payable ................ ... ... ool 57,317 57,317
Accounts payable and accrued liabilities ........... 143,371 5,372 10,613 159,356
Unearned revenue ..............c.ouuiieinennan.. 135,526 11,648 11,861 159,035
Accrued insurance on loan losses ................. 2,346 2,346
Other liabilities ..............o .. 1,832 228 2,060
Bonds and notes payable:

Due withinoneyear .......................... 63,517 13,940 2,325 79,782

Due in more thanoneyear ..................... 983,891 282,330 12,056 1,278,277
Other noncurrent liabilities:

Due withinoneyear .......................... 77,725 434 32,175 110,334

Due in more thanoneyear ..................... 124,448 657 590,792 715,897

Total liabilities . ............ ..., 1,587,627 314,381 662,396 2,564,404
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Other

Higher Stadium Component
Education Authority Units Total
Net Assets:
Invested in capital assets, net of related debt ....... 2,533,672 212,704 23,787 2,770,163
Restricted:
Debtservice ..........oviiiiiii i 1,377 1,377
Capital improvements and deposits ............. 11,115 7,119 18,234
Nonexpendable:
Scholarships and fellowships ................. 199,151 199,151
Research .......... ... .. ... .. .. . i, 6,356 6,356
Other ... 334,789 334,789
Expendable:
Debtservice . ........ ... i 4,039 4,039
Capital projects ................... ... ... 15,921 15,921
Loans and notes receivable .. ................. 77,142 77,142
Scholarships and fellowships ................. 115,589 115,589
Research ............ ... ... ... ... ... ....... 97,238 97,238
Other ... 231,713 231,713
Unrestricted ........ ... .ot 730,872 4,178 53,476 788,526
Totalnetassets .................ccvuiinn... $4,346,482 $229,374 $84,382 $4,660,238

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

Combining Statement of Activities
Component Units
For the Year Ended June 30, 2006

(Expressed in Thousands)

Other
Higher Stadium Component
Education Authority Units Total
Expenses:
General and administrative ...................... $ 6,285 $ 12,771 $ 19,056
Operation and maintenance of facilities . ........... $ 272,525 18,606 77,320 368,451
Provision for insurance on loan losses, net ......... (2,397) (2,397)
Instruction ........ ... .. i 945,598 945,598
Research . ... 747,527 747,527
Publicservice ............coiiiiiiiiii., 125,126 125,126
Academicsupport ............ ...l 279,141 279,141
Student Services . .........i i 142,225 142,225
Institutional support ............. .. ... ... ... 339,825 339,825
Scholarships and fellowships ..................... 72,139 72,139
Tuition benefits ............. ... ... ... ... ... 48,746 48,746
Auxiliary ... 390,883 390,883
Hospitals ... 98,266 98,266
Interest on long-term debt ....................... 46,752 19,218 1,756 67,726
Depreciation and amortization ................... 2,088 13,218 4,073 19,379
Foundation expenses ............................ 102,992 102,992
Other ... 6,379 4,105 191 10,675
Total expenses .................. ..ol 3,571,466 61,432 142,460 3,775,358
Program revenues:
Charges for services:
Student tuition and fees (net of $165,451
inallowances) .......... ... o i 876,760 876,760
Auxiliary enterprises (net of $20,803
inallowances) ..........oiiiiiiiiii 417,241 417,241
Restricted investment earnings ................. 80,471 1,958 240 82,669
Other ... 247,813 32,000 158,531 438,344
Total charges for services .................... 1,622,285 33,958 158,771 1,815,014
Operating grants and contributions ............... 1,094,914 6,148 25 1,101,087
Capital grants and contributions .................. 142,263 3,004 500 145,767
Total program revenues ..................... 2,859,462 43,110 159,296 3,061,868
Net program revenue (expense) ............ (712,004) (18,322) 16,836 (713,490)
General revenues:
Grants and contributions not restricted to
specific programs ............... ... ... 927,436 927,436
Unrestricted investment earnings ................. 70,649 148 33,195 103,992
Additions to permanent endowments ................ 127 127
Total general revenues and additions to
permanent endowments ................... 998,212 148 33,195 1,031,555
Changeinnetassets ........................ 286,208 (18,174) 50,031 318,065
Net assets - beginning of theyear .................... 4,060,274 247,548 34,351 4,342,173
Net assets-end of theyear ......................... $4,346,482 $229,374 $84,382 $4,660,238

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

Notes to the Financial Statements
For the year ended June 30, 2006

1. Summary of Significant Accounting Policies:
A. Reporting Entity

The accompanying financial statements include the various departments, agencies, and other organizational units gov-
erned by the General Assembly and/or Constitutional Officers of the State of Maryland (State).

As required by accounting principles generally accepted in the United States of America (GAAP), these financial state-
ments present the state government (primary government) and its component units (entities for which the State is consid-
ered to be financially accountable). The Governmental Accounting Standards Board (GASB) has set forth criteria to be con-
sidered in determining financial accountability. These criteria include the State appointing a voting majority of an organi-
zation's governing body and (1) the ability of the governing body to impose its will on that organization, or (2) the potential
for the organization to provide specific financial benefits to, or impose specific financial burdens on, the State.

Discrete Component Units

These component units are entities which are legally separate from the State, but are financially accountable to the State,
or whose relationships with the State are such that exclusion would cause the State's financial statements to be misleading
or incomplete. The Component Units column of the government-wide financial statements includes the financial data of the
following major component units. Individual statements are presented for each.

Higher Education (Proprietary Fund Type) — Higher Education consists of the University System of Maryland,
Morgan State University, St. Mary's College of Maryland and Baltimore City Community College and certain of their
foundations. Each entity is governed by its own Board of Regents, or Board of Trustees, whose members are appoint-
ed by the Governor. The universities and colleges are funded through State appropriations, tuition, Federal grants,
and private donations and grants. Because the universities and colleges are similar in nature and function, they have
been combined and presented as a single discretely presented component unit. Some of the financial information for
foundations affiliated with the universities and colleges has not been included with the financial information of the
universities and colleges in accordance with the requirements of GASB Statement No. 14 as amended by GASB
Statement No. 39.

Maryland Stadium Authority (Proprietary Fund Type) - The Maryland Stadium Authority (Authority) was created
as a body corporate and politic and as an independent unit of the Executive Department of the State. The Authority’s
purpose is to acquire land and to construct, operate and/or manage various capital facilities in the State. The Board
consists of seven members, of which, six are appointed by the Governor, with the advice and consent of the State
Senate, and one whom is appointed by the Mayor of Baltimore City, with the advice and consent of the State Senate.
The Maryland State Legislature and the Board of Public Works (consisting of the Governor, Comptroller and the
Treasurer) have approved all of the projects and bond issuances of the Authority.

The non-major component units are comprised of the following proprietary fund type entities.

The Maryland Food Center Authority (Authority) is a body corporate and politic, the governing board of which is
composed of twelve members. Four members are State officials, and eight members are appointed by the Governor.
The Authority was created to establish and operate a consolidated wholesale food center within the Greater Baltimore
Region and is subject to State regulations.

The Maryland Environmental Service (Service) was created as a body corporate and politic and is governed by a
nine-member Board of Directors. The Board of Directors and the officers of the Service are appointed and/or
approved by the Governor. The Service helps private industry and local governments manage liquid, solid and haz-
ardous wastes. In accordance with direction from the Governor, the Service plans and establishes major resource
recovery facilities, solid waste management plans and hazardous waste management programs.

The Maryland Industrial Development Financing Authority (Authority) was established as a body corporate and
politic and a public instrumentality of the State. The Authority consists of nine members, the Secretary of the
Department of Business and Economic Development, or his designee, the State Treasurer or the State Comptroller, as
designated by the Governor; and seven members appointed by the Secretary of the Department of Business and
Economic Development and approved by the Governor. The Authority provides financial assistance to enterprises
seeking to locate or expand operations in Maryland.

The Maryland Prepaid College Trust (Trust) is directed by the College Savings Plans of Maryland Board. The Board
consists of five State officials and five members of the public appointed by the Governor. The Trust provides a method
for Maryland citizens to save money for college tuition.

Complete financial statements of the individual component units and the Local Government Investment Pool of the
Investment Trust Fund may be requested from the Comptroller of Maryland, LLG Treasury Building, Annapolis,
Maryland 21404.
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Related Organizations

The Maryland Economic Development Corporation (MEDCO), Injured Workers’ Insurance Fund and the Maryland
Automobile Insurance Fund are related organizations of the State. The Governor appoints a majority of the Board of
Directors, but the State does not have the ability to impose its will on the organizations, and there is no financial benefit/bur-
den relationship.

As of June 30, 2006, the Economic Development Loan Programs, major enterprise funds, had transactions with MEDCO
that included loans, investments and grants totaling $47,506,000.

B. Government-wide and Fund Financial Statements

The State’s government-wide financial statements (i.e., the statement of net assets and the statement of activities) report
information on all nonfiduciary activities of the primary government and its component units. Interfund activity has been
eliminated from these statements except for certain charges for services between activities that would distort the direct costs
and program revenues reported for the applicable functions. Governmental activities, which normally are supported by
taxes and intergovernmental revenues, are reported separately from business-type activities, which rely to a significant
extent on fees and charges for support. Likewise, the primary government is reported separately from certain legally sepa-
rate component units for which the primary government is financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment is offset
by program revenues. Direct expenses are those that are clearly identifiable with a specific function or segment. Expenses
reported for functional activities include allocated indirect expenses. Program revenues include 1) charges to customers or
applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a given function or segment
and 2) grants and contributions that are restricted to meeting the operational or capital requirements of a particular function
or segment. Taxes and other items not properly included among program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, even though
the latter are excluded from the government-wide financial statements. Major individual governmental funds and major
individual enterprise funds are reported as separate columns in the fund financial statements.

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and the accru-
al basis of accounting, as are the proprietary fund and fiduciary fund, other than the agency funds, financial statements. The
agency funds are reported using the accrual basis of accounting, but have no measurement focus. Revenues are recorded
when earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. Property
taxes are recognized as revenues in the year for which they are levied. Grants and similar items are recognized as revenue
as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurements focus and the
modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable and available. Revenues
are considered to be available when they are collectible within the current period or soon enough thereafter to pay liabilities
of the current period. For this purpose, the government considers all revenues to be available if they are collected within 60
days of the end of the current fiscal period. Expenditures generally are recorded when a liability is incurred, as under accru-
al accounting. However, debt service expenditures, as well as expenditures related to retirement costs, compensated
absences and claims and judgments, are recorded only when payment is due.

Property taxes, franchise taxes, licenses, and interest associated with the current fiscal period are all considered to be sus-
ceptible to accrual and so have been recognized as revenues of the current fiscal period. All other revenue items are consid-
ered to be measurable and available only when cash is received by the government.

The State reports the following major governmental funds:

General Fund:

Transactions related to resources obtained and used for those services traditionally provided by a state government,
which are not accounted for in other governmental funds, are accounted for in the general fund. These services include,
among other items, general government, health and mental hygiene, education (other than higher education institutions),
human resources, public safety, judicial, labor, licensing and regulation, natural resources and recreation, housing and com-
munity development, environment, agriculture, and business and economic development. Resources obtained from Federal
grants and used for activities accounted for in the general fund, consistent with applicable legal requirements, are recorded
in the general fund.

Special Revenue Fund, Maryland Department of Transportation:

Transactions related to resources obtained, the uses of which are restricted for specific purposes, are accounted for in the
special revenue fund. The Maryland Department of Transportation special revenue fund accounts for resources used for
operations (other than debt service and pension activities) of the Maryland Department of Transportation, including con-
struction or improvement of transportation facilities and mass transit operations.

Enterprise Funds:

Transactions related to commercial types of activities operated by the State are accounted for in the enterprise funds. The
enterprise funds differ from governmental funds in that the focus is on the flow of economic resources, which, together with
the maintenance of equity, is an important financial indicator.
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The major enterprise funds are as follows.

1. The Economic Development Loan Programs includes the direct loan programs of the Maryland Departments of
Housing and Community Development, Business and Economic Development and Environment.

2. The Unemployment Insurance Program reflects the transactions, assets, liabilities and net assets of the Unemployment
Insurance Program and is used to account for the unemployment taxes collected from employers, Federal revenue
received and remittance of benefits to the unemployed.

3. The Maryland State Lottery Agency operates the State Lottery.

4. The Maryland Transportation Authority is responsible for the operation and maintenance of toll roads, bridges and
tunnels in the State.

Fiduciary Funds:

1. The Pension and Other Employee Benefits Trust Fund includes the State Retirement and Pension System of Maryland,
the Maryland Transit Administration Pension Plan, and the Deferred Compensation Plan. The Trust Fund reflects the
transactions, assets, liabilities and net assets of the plans administered by the State and is accounted for using the flow
of economic resources measurement focus. The Deferred Compensation Plan, which is reported as of and for its peri-
od ended December 31, accounts for participant earnings deferred in accordance with Internal Revenue Code Sections
457, 403(b), 401(a), and 401(k). Amounts deferred are invested and are not subject to Federal income taxes until paid
to participants upon termination or retirement from employment, death or for an unforeseeable emergency.

2. The Investment Trust Fund reflects the transactions, assets, liabilities and net assets of the Maryland Local
Government Investment Pool and is accounted for using the flow of economic resources measurement focus.

3. The agency funds are custodial in nature and do not present the results of operations or have a measurement focus.
The State uses agency funds to account for the receipt and disbursement of litigants, patient and prisoner accounts,
various taxes collected by the State for distribution to political subdivisions and amounts withheld from employees’
payroll.

D. Implementation of New Pronouncements:

Effective July 1, 2005, the State has implemented GASB Statement No. 42, Accounting and Financial Reporting for Impairment
of Capital Assets and for Insurance Recoveries; GASB Statement No. 46, Net Assets Restricted by Enabling Legislation - an amend-
ment of GASB Statement No. 34, which clarifies the meaning of a legally enforceable enabling legislation restriction for the pur-
pose of restricting net assets; and GASB Statement No. 47, Accounting for Termination Benefits. The only impact from the
implementation of these standards on the State's financial position was to eliminate certain net asset restrictions due to
enabling legislation.

E. New Pronouncements:

In June 2004, Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than
Pensions, was issued by the GASB. In September 2006, the GASB issued Statement No. 48, Sales and Pledges of Receivables and
Future Revenues and Intra-Entity Transfers of Assets and Future Revenues. Both of these Statements are effective for periods
beginning after December 15, 2006. The State will implement them as of the effective date. Although the assessment of the
impact of GASB Statement No. 45 is not completed, it is expected to have a material effect on the State's financial position.

2. Significant Accounting Policies - Assets, Liabilities and Net Assets or Equity:
A. All Funds:
Deposits with Financial Institutions and Investments:

Substantially all cash and cash equivalents of the governmental fund types and certain enterprise, fiduciary funds and
component units are maintained by the State Treasurer on a pooled basis. The State Treasurer's Office invests short-term cash
balances on a daily basis primarily in repurchase agreements, U.S. Government obligations and money market mutual funds.
Under the State Finance and Procurement Article of the Annotated Code of Maryland, Title 6, Subtitle 2, the State Treasurer
may only invest in the following;:

* Any obligation for which the United States Government has pledged its faith and credit for the payment of principal
and interest.

e Any obligation that a United States agency issues in accordance with an act of Congress.
* Repurchase agreements that any of the above obligations secure.

o Certificates of deposits of Maryland financial institutions.

e Banker's acceptances.

* Money market mutual funds.

e Commercial paper.

* Maryland Local Government Investment Pool.
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In addition, bond sale proceeds may be invested in Municipal securities. A significant portion of the investments main-
tained by the State Treasurer consists of repurchase agreements. Collateral must be at least 102% of the book value of the
repurchase agreements and must be delivered to the State Treasurer's custodian for safekeeping.

Investments are recorded at fair value and changes in fair value are recognized as revenue or expenses. Fair values are
based on quotations from national security exchanges and security pricing services, or by the respective fund managers for
securities which are not actively traded. Investments maturing within 90 days of purchase are reported in the financial state-
ments as cash and cash equivalents.

The State Retirement and Pension System of Maryland (System), in accordance with State Personnel and Pensions Article
Section 21-123 of the Annotated Code of Maryland, is permitted to make investments subject to the terms, conditions, limi-
tations, and restrictions imposed by the Board of Trustees of the System. The law further provides that no more than 25% of
the assets that are invested in common stocks may be invested in nondividend paying common stocks. In addition, no
investment in any one organization may constitute more than 5% of the total assets of the System. The System is authorized
by Section 21-116 of the State Personnel and Pensions Article to establish and maintain the investment policy manual, which
authorizes investing in all major sectors of the capital market in order to diversify and minimize total investment program
risk. Such sectors include, but are not limited to, common stock, preferred stock, convertible securities, warrants and simi-
lar rights of U.S. and non-U.S. companies; private equity - direct/partnership/funds; real estate investment trusts; commin-
gled real estate funds; directly owned real estate; fixed income obligations of the U.S. government and its states and local
subdivisions, non-U.S. governments and their states and local subdivisions, U.S. and non-U.S. companies, and supra-nation-
al organizations; futures and options; foreign exchange forward and future contracts and options; equity index futures; and
equity options.

Investments of the System and the Maryland Transit Administration (MTA) Pension Plan are stated at fair value. The
investments of the MTA Pension Plan are held and invested on their behalf by the System. For fixed income securities, fair
value is based on quoted market prices provided by independent pricing services. Securities traded on a national or inter-
national exchange are valued at the last reported sales price at current exchange rates. Mortgages and mortgage related secu-
rities are valued on the basis of real estate investments which are based on estimated current values and independent
appraisals. Fair value for private equity investments and mutual funds (other than those funds traded on a national or inter-
national exchange) is based on information provided by the applicable fund managers.

State employees are offered participation in deferred compensation plans created in accordance with the Internal Revenue
Code, Sections 401(a), 401(k), 403(b), and 457. The Board of Trustees of the Maryland Teachers and State Employees
Supplemental Retirement Plans is responsible for the implementation, maintenance and administration of the Plans. The
Board has appointed a private company as the Plans' administrator. Assets of the Plans are held in trusts for the exclusive
benefit of participating employees and their beneficiaries. Investments of the Plans are stated at fair value. Fair value of the
investments is valued at cost plus interest credited for fixed earnings investment contract pools and at fair value based on
published quotations at each December 31, or net asset value as provided by the investment custodian, for variable earnings
investments.

Retirement Costs:

Substantially all State employees participate in one of several State retirement systems. (See footnote 15.) The State also
provides retirement benefits to teachers and certain other employees of its political subdivisions. Retirement costs have been
provided on the accrual basis, based upon actuarial valuations except that retirement expenditures for governmental funds
represent amounts contributed by the State for the fiscal year.

Accrued Self-Insurance Costs:

The accrued self-insurance costs represent the State’s liability for its various self-insurance programs. The State is self-
insured for general liability, property and casualty, workers” compensation, environmental and anti-trust liabilities and cer-
tain employee health benefits. The State records self-insurance expenses in the proprietary funds and discretely presented
component units on an accrual basis and the modified accrual basis for the governmental funds. The long-term accrued self-
insurance costs of the governmental funds, which are not expected to be funded with current resources, are reported in the
government-wide financial statements.

Annual Leave Costs:

Principally all full-time employees accrue annual leave based on the number of years employed up to a maximum of 25
days per calendar year. Earned annual leave may be accumulated up to a maximum of 50 days as of the end of each calen-
dar year. Accumulated earned but unused annual leave for general government employees is accounted for in the govern-
ment-wide financial statements. Liabilities for accumulated earned but unused annual leave applicable to proprietary funds
and component units are reported in the respective funds.

Capital Assets:

Capital assets, which include property, plant, art and historical treasures, equipment, and infrastructure assets (e.g.,
roads, bridges, sidewalks, and similar items), are reported in the applicable governmental or business-type activities columns
in the government-wide financial statements. Infrastructure acquired prior to June 30, 1980, is not reported. Capital assets
are defined by the government as assets with an initial, individual cost of more than $50,000 and an estimated useful life in
excess of two years. Such assets are recorded at historical cost or estimated historical cost if purchased or constructed.
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Donated capital assets are recorded at estimated fair market value at the date of donation. The costs of normal maintenance
and repairs that do not add to the value of the asset or materially extend asset lives are not capitalized. Major outlays for
capital assets and improvements are capitalized as projects are constructed.

Capital assets of the primary government, as well as the component units, are depreciated using the straight line method
over the following estimated useful lives:

Assets Years
Buildings ... 5-50
Building improvements ........... ... . 5-50
VEhiCleS . .o 3-25
Officeequipment .......... .. .. .. i 3-10
Computer eqUIPMENt . ...... ... ...t 3-10
Computer software ............. ... i 5-10
INfrastructure . ... ..o 10-50

Long-term Obligations:

In the government-wide financial statements, and for proprietary fund types in the fund financial statements, long-term
debt and other long-term obligations are reported as liabilities in the applicable governmental activities, business-type activ-
ities, or proprietary fund type statement of net assets. Bond premiums and discounts, as well as issuance costs, are deferred
and amortized over the life of the bonds. Bonds payable are reported net of the applicable bond premium or discount. Bond
issuance costs are reported as deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as bond
issuance costs, during the current period. The face amount of debt issued is reported as other financing sources. Premiums
received on debt issuances are reported as other financing sources while discounts on debt issuances are reported as other
financing uses. Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as debt service
expenditures.

Restricted Resources:

When both restricted and unrestricted resources are available for use, it is the State’s policy to use restricted resources
first, and then unrestricted resources as they are needed.

Debt Refinancing:

The gain or loss associated with debt refinanced is deferred and amortized to interest expense over the remaining life of
the old debt or the life of the new debt whichever is shorter.

Net Assets:

Net assets are divided into three categories. Net assets invested in capital assets net of related debt is the capital assets
less accumulated depreciation and outstanding principal of the related debt. Restricted net assets reflect restrictions on assets
imposed by parties outside the State. Unrestricted net assets are total net assets of the State less net assets invested in capi-
tal assets net of related debt and restricted net assets. Unrestricted net assets are comprised mainly of cash, investments,
loans, and receivables.

B. Governmental Funds:
Inventories and Prepaid Items:
All inventories are valued at cost using the first-in/first-out (FIFO) method. Inventories of governmental funds are

recorded as expenditures when consumed rather than when purchased.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid items in
the fund financial statements under the consumption method.

Grants:

Revenues from Federal reimbursement type grants are recognized when the related expenditures are incurred and the
revenues are both measurable and available. The government considers all grant revenues to be available if they are col-
lected within 60 days of the current fiscal period. Distributions of food stamp benefits are recognized as revenues and expen-
ditures when the benefits are distributed to individual recipients.

Income Taxes:

The State accrues the net income tax receivable or records a deferred revenue based on estimated income tax revenues
and refunds due relating to the fiscal year, that will not be collected or paid until after the fiscal year end. This accrual is
computed based on projected calendar year net tax collections, tax laws in effect, future projections and historical experience.

Sales and Use Taxes:

The State accrues June sales taxes that are not remitted at year end as a receivable. These taxes are considered measura-
ble and available since they represent June collections that are remitted to the State in July by merchants who collect the relat-
ed sales tax.
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Property Taxes:

The State levies an annual tax for the fiscal year beginning July 1 and ending June 30 on all real property subject to taxa-
tion, due and payable each July 1 and December 1 (lien dates), based on assessed values as of the previous January 1, estab-
lished by the State Department of Assessments and Taxation at 100% of estimated market value. Each of the counties,
Baltimore City and incorporated municipalities establish rates and levy their own tax on such assessed values. The State tax
rate in fiscal year 2006 was 13.2 ¢ per $100 of assessed value. Unpaid property taxes are considered in arrears on October 1
and January 1, respectively, and penalty and interest of 1% is assessed for each month or fraction of a month that the taxes
remain unpaid. Property taxes are accrued to the extent they are collected within 60 days of year end.

Escheat Property:

Escheat property is property that reverts to the State’s general fund in the absence of legal claimants or heirs. The escheat
activity is reported in the general fund. The asset is recognized in the period when the legal claim to the assets arises or when
the resources are received, whichever occurs first, and a liability is recognized for the estimated amount that ultimately will
be reclaimed and paid.

Intergovernmental Expenditures:

General, special revenue and capital projects fund revenues paid to political subdivisions, and bond proceeds granted to
political subdivisions are recorded as intergovernmental expenditures if such payments do not require mandatory use for
specific functions. Direct grants and other payments to, or on behalf of, political subdivisions are recorded as current expen-
ditures.

Capital Assets:

Expenditures for capital assets are reported as capital outlays in the governmental funds.

Compensated Absences:

It is the State’s policy to permit employees to accumulate earned but unused vacation and sick pay benefits. There is no
liability for unpaid accumulated sick leave since the State does not have a policy to pay any amounts when employees sep-
arate from service with the government. A liability for vacation pay amounts is reported in governmental funds only if they
have matured, for example, as a result of employee resignations and retirements.

Fund Equity:
In the fund financial statements, governmental funds report reservations of fund balance for amounts that are not avail-

able for appropriation or are legally restricted by outside parties for use for a specific purpose. Designations of fund balance
represent tentative management plans that are subject to change.

C. Enterprise Funds, Fiduciary Funds and Component Units:
Basis of Accounting:

The accounts of the enterprise funds, fiduciary funds, and component units are maintained and reported using the accru-
al basis of accounting. Under this method, revenues are recorded when earned and expenses are recorded at the time liabil-
ities are incurred. For both the government-wide business-type activities and the enterprise fund financial statements, the
State has selected the option to apply all applicable GASB pronouncements and only FASB Statements and Interpretations,
Accounting Principles Board (APB) Opinions and Accounting Research Bulletins (ARB) issued on or before November 30,
1989.

Enterprise funds and component units distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and delivering goods in connec-
tion with a proprietary fund’s principal ongoing operations. Operating expenses include the cost of sales and services,
administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting this definition are
reported as non-operating revenues and expenses.

Cash and Cash Equivalents:

The enterprise funds consider all highly liquid investments that mature within 90 days of purchase to be cash and cash
equivalents for reporting on the statement of cash flows.

Grants:

Revenues from Federal reimbursement type grants are recorded when the related expenses are incurred.

Capital Assets:

Capital assets are stated at cost. Depreciation of the cost of capital assets is provided on the straight-line basis over esti-
mated useful lives of 5 to 50 years for depreciable real property and building improvements, and 3 to 10 years for equipment.
Construction period interest is capitalized. Repairs and maintenance are charged to operations in the period incurred.
Replacements, additions and betterments are capitalized.

Lottery Revenues, Prizes and Related Transfers:

Revenues and prizes of the Maryland State Lottery Agency (Lottery) are primarily recognized when drawings are held.
Certain prizes are payable in deferred installments. Such liabilities are recorded at the present value of amounts payable in
the future. State law requires the Lottery to transfer to the State revenues in excess of amounts allocated to prize awards,
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operating expenses and capital expenditures. The excess revenues from certain select games are transferred to the State's
general fund, which then transfers the amounts to the Maryland Stadium Authority for operations and to cover the State’s
capital lease payments to the Maryland Stadium Authority.

Provisions for Insurance and Loan Losses:

Current provisions are made for estimated losses resulting from insuring loans and uncollectible loans. Loss provisions
are based on the current status of insured and direct loans, including delinquencies, economic conditions, loss experience,
estimated value of collateral and other factors which may affect their realization.

Inventories:

Inventories are stated at the lower of cost or market, using the first-in, first-out method.

3. Deposits with Financial Institutions and the U.S. Treasury and Investments:

Cash and cash equivalents for the governmental funds, enterprise funds, fiduciary funds and component units totaled
$4,700,338,000, $1,523,900,000, $1,492,107,000, and $93,087,000, respectively, as of June 30, 2006. Included as cash and cash
equivalents for financial statement presentation were certain short-term investments which are included in footnote 3.B.
because they mature within 90 days of purchase. These cash and cash equivalents totaled $4,700,338,000, $487,029,000,
$1,528,686,000, and $63,324,000 for the governmental funds, enterprise funds, fiduciary funds, and component units, respec-
tively, as of June 30, 2006.

As of June 30, 2006, non-negotiable certificates of deposits totaling $4,669,000 and $4,452,000 were included in the invest-
ments of the governmental and enterprise funds, respectively.

A. Cash Deposits

As of June 30, 2006, the carrying value for the bank deposits of the governmental funds, enterprise funds, fiduciary funds,
and component units were $4,669,000, $1,041,323,000, ($36,579,000) and $29,763,000, respectively. The bank balances were
$4,669,000, $1,041,302,000, ($36,579,000), and $33,379,000, respectively. The balances for the component units do not include
the balances for the higher education foundations in the amount of $18,023,000, and they are not included in the GASB
Statement No. 40 disclosure below. The foundations are not required to and do not follow governmental accounting under
the GASB's standards.

Custodial Credit Risk. Custodial credit risk is the risk that, in the event of a bank failure, the government's deposits may
not be returned. Deposits are exposed to custodial credit risk if they are not covered by depository insurance and the
deposits are (a) uncollateralized, (b) collateralized with securities held by the pledging financial institution, or (c) collateral-
ized with securities held by the pledging financial institution's trust department or agent but not in the government's name.
State law permits the Treasurer to deposit in a financial institution in the State, unexpended or surplus money in which the
Treasurer has custody if (a) the deposit is interest bearing; (b) the financial institution provides collateral that has a market
value that exceeds the amount by which a deposit exceeds the deposit insurance; and (c) a custodian holds the collateral.

The Economic Development Loan Programs, Maryland Transportation Authority, State Retirement and Pension System,
and higher education component unit do not have a deposit policy for custodial credit risk. As of June 30, 2006, $592,000,
$309,000, ($107,075,000) and $999,000, respectively, of their bank balances were exposed to custodial credit risk as uninsured
and uncollateralized.

B. Investments:

The State discloses investment risks, below, in accordance with GASB Statement No. 40, which defines these risks as fol-
lows:

Interest Rate Risk. Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an invest-
ment.

Credit Risk. Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.

Concentration of Credit Risk. Concentration of credit risk is the risk of loss attributed to the magnitude of a government's
investment in a single issuer.

Custodial Credit Risk. Custodial credit risk is the risk that, in the event of the failure of the counterparty, the government
will not be able to recover the value of its investments or collateral securities that are in the possession of an outside
party. Investment securities are exposed to custodial credit risk if the securities are uninsured, are not registered in
the name of the government, and are held by either (a) the counterparty or (b) the counterparty's trust department or
agent but not in the government's name.

Foreign Currency Risk. Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value
of an investment.
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1. Investments-Governmental Funds:
The State Treasurer's Office is authorized to make investments as stated in footnote 2.A.

Investments are stated at fair value that is based on quoted market prices. The investments and maturities as of June 30,
2006, for the governmental funds of the primary government are as follows (amounts expressed in thousands).

Investment Maturities (in Years)

Fair Less More

Investment Type Value Than 1 1-3 Than 3
U.S. Treasury bills and notes (a) . ................. $ 103,030 $ 103,030
US.agencies(b) ... 1,507,449 508,357 $999,092 (c)
Repurchase agreements ......................... 4,676,885 4,676,885
Guaranteed investment contracts ................ 4,459 $4,459

Total investments ........................... 6,291,823 5,288,272 999,092 4,459
Collateral for lent securities ..................... 719,708 719,708

Total investments and

collateral for lent securities ................ $7,011,531 $6,007,980 $999,092 $4,459

(a) All investments are held by broker dealers under securities lending program.
(b) Investments held by broker dealers under securities lending program are $362,814,000.
(c) Bonds in the amount of $594,189,000 mature August 2007 to June 2009, but are callable July 2006 to October 2007.

In addition to the investments scheduled above, as of June 30, 2006, the governmental funds had investments of
$18,994,000 in money market mutual funds and $166,263,000 in the Local Government Investment Pool. These investments
are operated in accordance with Rule 2a-7 of the Investment Company Act of 1940, as amended. Their fair values are based
on a share price of $1.00 per share.

Interest Rate Risk. The State Treasurer's Office's investment policy states that to the extent possible, it will attempt to match
its investments with anticipated cash flow requirements. Unless matched to a specific cash flow, the Treasurer's Office will
not directly invest in securities maturing more than five years from the date of purchase. In addition, investments of the non-
major governmental funds are subject to the provisions of the 2002 and 2005 Qualified Zone Academy Bond covenants
requiring that annual sinking fund deposits be made to redeem the bonds in 2016 and 2020, respectively. These funds, total-
ing $4,459,000, are invested in guaranteed investment contracts.

Credit Risk. State law requires that the governmental funds' repurchase agreements be collateralized by U.S. Treasury and
agency obligations. In addition, investments are made directly in U.S. agency obligations. These agency obligations are
rated Aaa by Moody's and AAA by Standard and Poor's. State law also requires that money market mutual funds contain
only U.S. Treasuries or agencies or repurchase agreements secured by these. The money market mutual funds are rated
Aaa/AAA. The Local Government Investment Pool is rated AAAm by Standard & Poor's. The guaranteed investment con-
tracts are collateralized by U.S. agency obligations. They are not required to be and are not rated.

Concentration of Credit Risk. The State Treasurer's Office's investment policy limits the amount of repurchase agreements
to be invested with a particular institution to 30% of the portfolio. There is no other limit on the amount that may be invest-
ed in any one issuer. More than 5 percent of the governmental funds' investments are in the Federal National Mortgage
Association, the Federal Home Loan Mortgage Corporation, and the Federal Home Loan Bank. These investments are 54.2%,
35.2% and 5.1% of the governmental funds' total investments, respectively.

2. Investments - Enterprise Funds:

The enterprise funds' bond indentures and investment policies, with the exception of the Economic Development Loan
Programs, authorize the investment of assets related to the indentures and other funds in obligations in which the State
Treasurer may invest. The Economic Development Loan Programs are authorized to invest in obligations of the U.S.
Treasury, U.S. government agencies, obligations of U.S. political subdivisions, bankers' acceptances, commercial paper,
repurchase agreements, guaranteed investment contracts, corporate debt securities and mutual funds.
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Investments of the enterprise funds are stated at fair value, which is based on quoted market prices.

The investments and maturities as of June 30, 2006, for the enterprise funds of the primary government are as follows
(amounts expressed in thousands).

Investment Maturities (in Years)

Fair Less More

Investment Type Value Than 1 1-5 6-10 11-15 Than 15
U.S. Treasury obligations (a) ...... $ 489,376 $ 34,154 $2,912 $ 25,718 $426,592
U.S. Government agency
obligations (b) .................. 935,894 882,847 42,811 (c) 3,781 6,455
Repurchase agreements .......... 70,168 3,508 5,263 42,390 19,007
Commercial paper .............. 34,844 34,844
Guaranteed investment

contracts . .......... ... ... 15,886 15,886

Total ........................ $1,546,168 $955,353 $48,074 $18,798 $71,889 $452,054

(a) Investments held by broker dealers under securities lending program are $435,000.

(b) Investments held by broker dealers under securities lending program are $34,842,000.

(c) Bonds in the amount of $15,907,000 mature August 2007 to December 2007, but are callable August 2006 to December
2006.

In addition to the investments scheduled above, as of June 30, 2006, the enterprise funds had investments of $419,700,000
in money market mutual funds operated in accordance with Rule 2a-7 of the Investment Company Act of 1940, as amended.
The funds' fair values are based on a share price of $1.00 per share. The enterprise funds' investments also include the fair
value of corporate equity securities, $503,000 and direct equity investments, $49,792,000.

The State Lottery Agency, a major enterprise fund, invests in U.S. Treasury obligations and annuity contracts that provide
for guaranteed payouts to jackpot prize winners and, therefore, have no interest rate risk to the Lottery. As of June 30, 2006,
the fair value of these investments was $212,767,000 and $485,000, respectively. Of these investments, U.S. Treasury obliga-
tions held by broker dealers under the securities lending program were $208,064,000.

Interest Rate Risk. The enterprise funds' policy for managing their exposure to fair value loss arising from increasing inter-
est rates is to manage investment maturities so that they precede or coincide with the expected need for funds.

Credit Risk. The investment policies of the enterprise funds require that repurchase agreements are collateralized by U.S.
Treasury and agency obligations. The policies also require that money market mutual funds contain only U.S. Treasuries or
agencies or repurchase agreements secured by these. According to the indenture and investment policy of the Economic
Development Loan Programs, investments must be rated no lower than the rating on the Loan Programs' bonds or F1/P1
for the issuer's short-term accounts or securities. The rating on the Loan Programs' bonds as of June 30, 2006, was Aa2 by
Moody's and AA by Fitch. The guaranteed investment contracts are not required to be and are not rated.

As of June 30, 2006, the enterprise funds had the following investments and quality ratings (amounts expressed in thou-
sands).

Percentage
Quality Rating of Total
Investment Type Fair Value Rating Organization Investments
U.S. Government agency obligations............. $ 935,894 AAA/Aaa S&P/Moody's 41.9%
Money market mutual funds.................... 419,700 AAAmM/Aaa S&P/Moody's 18.8
Repurchase agreements-underlying securities . . . . . 70,168 AAA/Aaa S&P/Moody's 3.2
Commercial paper......................ooa.. 26,862 A-1/P-1 S&P/Moody's 1.2
Commercial paper............. ..., 7,982 P-2 Moody's 0.4
Guaranteed investment contracts .. .............. 15,886 Not rated 0.7
Total ... o $1,476,492 66.2 %

Concentration of Credit Risk. The enterprise funds place no limit on the amount they may invest in any one issuer. More
than 5% of the enterprise funds' investments are in obligations of the Federal Home Loan Bank, Federal National Mortgage
Association, and Federal Home Loan Mortgage Corporation. These investments are 22.1%, 11.3% and 6.0%, respectively, of
the enterprise funds' total investments.
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3. Investments - Fiduciary Funds:
The Pension Trust Funds are authorized to make investments as stated in footnote 2.A.

The Maryland Local Government Investment Pool is authorized by Article 95, Section 22G, of the Annotated Code of
Maryland to invest in any instrument in which the State Treasurer may invest. Investments of the Pool are stated at fair
value. Securities are valued daily on an amortized cost basis which approximates market value. Money market funds are
valued at the closing net asset value per share on the day of valuation.

The investments and maturities as of June 30, 2006, for the fiduciary funds of the primary government are as follows
(amounts expressed in thousands).

Investment Maturities (in Years)

Fair Less More

Investment Type Value Than 1 1-5 6-10 Than 10
U.S. Treasury notesand bonds ................. $ 1,409,938 $ 35592 $ 564,442 $ 409,080 $ 400,824
U.S. Treasury strips ....................ooan. 10,951 10,951
U.S. Government agency obligations ............ 1,466,569 1,251,127 89,546 72,027 53,869
Repurchase agreements ....................... 333,295 333,295
Bankers' acceptances . ... 4,000 4,000
Commercial paper ..................cooui.... 1,604,057 1,604,057
Guaranteed investment contracts ............... 550,008 550,008
Corporatebonds ................... ... ... .. 746,762 74,255 339,467 265,956 67,084
Internationalbonds ........................... 56,991 19,739 33,009 4,243
Other governmentbonds ...................... 216,711 6,900 66,283 63,787 79,741
Mortgage-backed securities .................... 2,150,665 170 26,702 2,142 2,121,651
Asset-backed securities ....................... 447,617 115,075 69,088 263,454
Bond mutualfunds ........................... 5,734,026 832,514 4,254,146 496,489 150,877
SWaPS o (18,591) (3,014) (10,049) (8,886) 3,358

Total investments ......................... 14,712,999 4,158,635 5,478,621 1,919,691 3,156,052
Collateral for lent securities .. .................. 2,148,668 2,148,668

Total investments and collateral for lent securities $16,861,667 $6,307,303  $5,478,621 $1,919,691 $3,156,052

In addition to the investments scheduled above, as of June 30, 2006, the fiduciary funds had investments of $107,834,000
in money market mutual funds operated in accordance with Rule 2a-7 of the Investment Company Act of 1940, as amended.
The fair value of the funds is based on a share price of $1.00 per share. The fiduciary funds' investments also include the fair
value of stock mutual funds, $14,226,979,000, corporate equity securities, $9,048,513,000, real estate, $882,964,000, annuity
contracts, $393,238,000, and insurance contracts, $3,768,000.

Interest Rate Risk. The State Retirement and Pension System (System) may invest in derivatives as permitted by guide-
lines established by the Board of Trustees. Compliance with these guidelines is monitored by the System's staff. Derivatives
are used to improve yield, adjust the duration of the fixed income portfolio, or hedge against changes in interest rates. At
times, the System invests in swaps, collateralized mortgage obligations, mortgage pass-through securities, interest-only secu-
rities, and principal-only securities. These securities are subject to changes in value due to changes in interest rates. The val-
ues of mortgage-backed securities are generally based on the future cash flows associated with the underlying pools of assets.
Therefore, they are sensitive to prepayments by mortgagors which may result from a decline in interest rates. The System
held $433,854,000 in collateralized mortgage obligations, $1,716,811,000 of mortgage pass-through securities and
($18,591,000) of swaps as of June 30, 2006, including $1,365,000, $5,402,000 and $0, respectively, invested by the System on
behalf of the Maryland Transit Administration Pension Plan. Substantially all derivatives are recorded at fair value in the
Statement of Net Assets.

The Deferred Compensation Plans invest in annuity contracts and insurance contracts that provide for guaranteed pay-
outs to participants and, therefore, have no interest rate risk to the Plans. As of June 30, 2006, the fair value of these invest-
ments was $149,831,000 and $3,768,000, respectively.

The State Treasurer's Office manages the Local Government Investment Pool. The State Treasurer's investment policies
state that no direct investment by the Pool may have a maturity date of more than 13 months after its acquisition.

Credit Risk. The investment policy of the System requires each fixed income investment manager to maintain a minimum
average credit quality of "A" for the total account. The guaranteed investment contracts and the bond mutual funds of the
Plans are not required to be and are not rated. The Local Government Investment Pool may only invest in instruments rated
Tier 1 by at least one nationally recognized securities rating organization. As of June 30, 2006, the fiduciary funds' invest-
ments were rated by Standard and Poor's and/or an equivalent national rating organization and the ratings are presented
below using the Standard and Poor's rating scale (amounts expressed in thousands).
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Percentage of Total

Investment Type Fair Value Quality Rating Investments
U.S. Government agency obligations ...................... $1,420,939 AAA 3.5%
U.S. Government agency obligations ...................... 5,152 AA 0.0
U.S. Government agency obligations ...................... 368 BAA 0.0
U.S. Government agency obligations ...................... 14,720 BB 0.0
U.S. Government agency obligations ...................... 25,391 Unrated 0.1
Repurchase agreements-underlying securities .............. 333,244 AAA 0.9
Repurchase agreements-underlying securities .............. 51 Unrated 0.0
Money market mutual funds ............... .. ...l 107,834 AAA 0.3
Bankers' acceptances ............ ... 4,000 Al1/P1 0.0
Commercial paper ... 624,315 AAA 1.6
Commercial paper ... 979,742 A 2.5
Guaranteed investment contracts ......................... 550,008 Unrated 14
Corporatebonds . ................. ... 31,521 AAA 0.1
Corporatebonds ................. ... . o oo 63,412 AA 0.2
Corporatebonds . ......... ... ... i 171,694 A 0.4
Corporatebonds ............ ... .. . oo 44,499 BAA 0.1
Corporatebonds ............ ... ... i 128,678 B 0.3
Corporatebonds ................ . ... 124,970 BB 0.3
Corporatebonds .............. ... ... . o oo 170,100 BBB 0.4
Corporatebonds ................. ... ..o oo 7,787 CAA 0.0
Corporatebonds ............ ... .. . i 371 CA 0.0
Corporatebonds ............ ... ... i 1,113 ccC 0.0
Corporatebonds ............ ... ... .o 1,113 Unrated 0.0
Internationalbonds ........... ... ... .. .. 2,549 AAA 0.0
Internationalbonds ........... .. ... ... .. ... 34,780 AA 0.1
International bonds .......... ... ... ... 4,370 BB 0.0
Internationalbonds ........ .. .. .. .. .. 15,293 Unrated 0.0
Other governmentbonds ................................ 23,636 AAA 0.1
Other governmentbonds ............................. ... 20,537 AA 0.1
Other governmentbonds ............................. ... 34,228 A 0.1
Other governmentbonds ....................... ... ... .. 2,882 BAA 0.0
Other governmentbonds ................................ 38,551 BB 0.1
Other governmentbonds ................................ 66,036 BBB 0.2
Other governmentbonds ................................ 30,841 Unrated 0.1
Collateralized mortgage obligations ....................... 413,252 AAA 1.1
Collateralized mortgage obligations ....................... 6,144 AA 0.0
Collateralized mortgage obligations ....................... 8,674 A 0.0
Collateralized mortgage obligations ....................... 1,446 BAA 0.0
Collateralized mortgage obligations ....................... 1,084 BBB 0.0
Collateralized mortgage obligations ....................... 3,253 Not rated 0.0
Convertiblebonds .......... .. ... . 1,506 B 0.0
Mortgage pass-through securities ......................... 1,711,390 AAA 4.4
Mortgage pass-through securities ......................... 5421 Not rated 0.0
Asset-backed securities-other .. ......... ... ... .. .. ...... 355,021 AAA 0.9
Asset-backed securities-other .. ......... ... .. .. .. ... ..... 19,816 AA 0.1
Asset-backed securities-other . ............................ 27,743 A 0.1
Asset-backed securities-other . ............................ 45,037 BBB 0.1
Bond mutual funds .......... ... ... ... ... 5,734,023 Not rated 14.5
Total ... $13,418,535 34.1%

Foreign Currency Risk. The majority of the System's foreign currency-denominated investments are in equities, which the
System's asset allocation policy limits to 15%.
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The System's exposure to foreign currency risk as of June 30, 2006, is as follows (amounts expressed in thousands).

Investment Currency Maturity Fair Value
Cash ... Australian dollar Not applicable $ 198
Commonstock .......... ... ... i Australian dollar Not applicable 61,000
Commonstock .......... ... ... o Brazilian real Not applicable 185
Cash ... Canadian dollar Not applicable 891
Commonstock .......... ..ot Canadian dollar Not applicable 113,179
Cash ... Danish krone Not applicable 29
Commonstock .......... ... ... . i Danish krone Not applicable 27,241
Credit Suisse Shirley & Charl ......................... Egyptian pound 01/16/07 2,087
Alternative investments ............................. Euro currency Not applicable 16,926
Cash ... Euro currency Not applicable 862
Commonstock .......... ... ... . i Euro currency Not applicable 1,058,209
Bundesrepublik Deutschland ......................... Euro currency 10/18/06 13,057
SWaPS « i Euro currency Not applicable 171)
Cash ... Hong Kong dollar Not applicable 110
Commonstock .......... ... ... i Hong Kong dollar Not applicable 118,802
Commonstock .......... ... ... . Indonesian rupiah Not applicable 4,046
Cash ... Japanese yen Not applicable 2,842
Commonstock ............. ... .. oo Japanese yen Not applicable 599,038
European Investment Bank ........................ ... Japanese yen 09/20/06 2,623
Republicof Italy ............ ... ... ... .. Japanese yen 03/27/08 30,575
Republicof Italy ................. .. ... oL, Japanese yen 10/10/06 3,852
Commonstock .......... ... ... .. Malaysian ringgit Not applicable 7,185
Cash ... Malaysian ringgit Not applicable 55
Cash ... Mexican peso Not applicable 198
Common stock . ...t Mexican peso Not applicable 13,174
Cash ... New Taiwan dollar Not applicable 1,883
Commonstock ......... ... ... New Taiwan dollar ~ Not applicable 12,643
Commonstock .......... ... ... . i New Turkish lira Not applicable 20,973
Cash ... Norwegian krone Not applicable 212
Common StocK . ..o Norwegian krone Not applicable 52,357
Cash ... Polish Zloty Not applicable 6
Commonstock .......... ... ... . i Polish Zloty Not applicable 2,017
Alternative investments ............... .. .. .. ... ... Pound sterling Not applicable 10,086
Cash ... .. Pound sterling Not applicable 909
Commonstock .......... ... ... Pound sterling Not applicable 509,040
SWaPS « oo Pound sterling Not applicable 159
Cash ... . Singapore dollar Not applicable 737
Common Stock . ..o Singapore dollar Not applicable 49,999
Cash ... South Africanrand  Not applicable 259
Commonstock .......... ... ... o o South African rand ~ Not applicable 44,599
Commonstock .......... ... ... . i South Korean won  Not applicable 56,077
Cash ... Swedish krona Not applicable 268
Commonstock .......... ... ... Swedish krona Not applicable 37,986
Cash ... .. Swiss franc Not applicable 530
Commonstock .......... ... ... . i Swiss franc Not applicable 218,642
Mutual funds ....... ... .. o Not applicable Not applicable 3,758,414
Total ... . $6,853,989

4. Investments - Component Units:

Investment accounts established by higher education institutions relate principally to endowments and trust accounts
required by debt instruments and are invested in accordance with the investment policies adopted by the Board of Trustees.
In general, endowment resources can be invested in debt and equity securities, and trust accounts can be invested only in
debt securities. These investments include U.S. Treasury and agency obligations, corporate debt and equity securities, asset-
backed securities and mutual funds that invest in government securities. The investments of the higher education founda-
tions are not included in the GASB Statement No. 40 disclosures below because the foundations are not required to and do
not follow the GASB.

In July 2005, one of the institutions, the University System of Maryland, transferred title to its endowment investments
to its foundation in exchange for an equivalent proportionate interest in the long-term investment portfolio managed by the
foundation. The agreement is for a term of five years, with renewable two-year extensions at the option of the institution,
unless notice of intent to terminate the arrangement is provided prior to the expiration of the term. If the agreement is ter-
minated, funds invested with individual investment managers that have commitments from the foundation to maintain
investments for certain minimum time periods may not be returned to the institution until those constraints have been sat-
isfied. For reporting purposes, the foundation's investments have been reduced by the amount of the institution's invest-
ments with the foundation.
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The Maryland Stadium Authority is restricted by the trust indenture for each bond issue as to the investments which can
be made. Authorized investments under the indentures include U.S. Treasury and agency obligations, municipal obligations,
banker's acceptances, and repurchase agreements.

Investments of the component units are stated at fair value, which is based on quoted market prices.

The investments and maturities as of June 30, 2006, for the component units, excluding the investments of the higher edu-
cation foundations in the amount of $746,357,000, are as follows (amounts expressed in thousands).

Investment Maturities (in Years)

Fair Less More

Investment Type Value Than 1 1-5 6-10 11-15 Than 15
U.S. Treasury obligations ........ $ 20,927 $ 1,404 $ 8,954 $ 6,770 $ 3,799
U.S. Government agency

obligations .................. 35,808 3,964 7,203 264 $2,316 22,061
Repurchase agreements .......... 3,868 3,868
Corporate debt securities ......... 88,474 1,250 16,213 9,464 3,034 58,513
Municipal bonds ................ 6,864 568 2,221 1,780 812 1,483

Total ... $155,941 $11,054 $34,591 $18,278 $6,162 $85,856

In addition to the investments scheduled above, as of June 30, 2006, the component units had investments of $109,140,000
in money market mutual funds operated in accordance with Rule 2a-7 of the Investment Company Act of 1940, as amended.
The funds' fair values are based on a share price of $1.00 per share. In addition, as of June 30, 2006, the component units'
investments include the fair value of stock mutual funds, $157,314,000, corporate equity securities, $124,333,000, real estate
$4,702,000, and the share of assets invested with the foundation, $213,470,000.

Interest Rate Risk. The policy of the higher education institutions for managing their exposure to fair value loss arising
from increasing interest rates is to comply with their investment policy, which sets maximum maturities for various fixed
income securities.

Credit Risk. The policies of the higher education institutions for reducing their exposure to credit risk are to require min-
imum quality ratings for fixed income securities. Money market mutual funds are not required to be and are not rated.

As of June 30, 2006, the component units had the following investments and quality ratings (amounts expressed in thou-
sands).

Percentage
Quality Rating of Total
Investment Type Fair Value Rating Organization  Investments
US.agencies ... $ 35,808 AAA/Aaa S&P & Moody's 4.7%
Money market mutual funds ............... ... ... 109,140 Not rated 14.2
Repurchase agreements - underlying securities ......... 3,868 Not rated .5
Corporate debt securities . ............................ 23,820 AAA/Aaa S&P & Moody's 3.1
Corporate debt securities . .................. ... ... .. .. 3,439 AA/Aa S&P & Moody's 5
Corporate debt securities . ............................ 12,943 A S&P & Moody's 1.7
Corporate debt securities . ............................ 19,554 Less than A Moody's 2.6
Corporate debt securities . ............................ 87 BBB S&P & Moody's 0
Corporate debt securities . ................... ... ... ... 28,631 Not rated 3.7
Municipalbonds ............... ... .o 6,864 Aaa Moody's 9
Total . ... $244,154 31.9%

C. Securities Lending Transactions:
1. Governmental and Enterprise Fund Types:

Under Section 2-603 of the State’s Finance and Procurement Article, the State lends U.S. Government securities to broker-
dealers and other entities (borrowers). The State Treasurer’s Office controls the program and authorizes all transactions.
These transactions may involve certain investments held in the State treasury for the benefit of State agencies. The State’s
custodial bank manages the securities lending program by contracting with a lending agent who receives cash as collateral.
The lending agent may use or invest cash collateral in accordance with the reinvestment guidelines approved by the State
Treasurer’s Office. Additionally, under the terms of the lending agreement, the lending agent indemnifies the State against
any credit loss arising from investment of the collateral. The collateral will be returned for the same securities in the future.
Cash collateral is initially pledged at greater than the market value of the securities lent and additional cash collateral has to
be provided by the next business day if the aggregate value of the collateral falls to less than 100 percent of the market value
of the securities lent.

Securities on loan at year-end are owned by the general fund, other governmental funds, the Maryland State Lottery
Agency, and the Economic Development Loan Programs and are included in the preceding Investments Schedule in footnote
3.B. Atyear-end, the State has no credit risk exposure to borrowers because the amounts the State owes the borrowers exceed
the amounts the borrowers owe the State. As of June 30, 2006, the fair value of the loaned securities and the related collat-
eral were as follows (amounts expressed in thousands).
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Fair Value

Lent Collateral Percent
Securities Received Collateralized
Securities-General fund .......... ... ... ... .. $462,720 $467,814 101.1%
Securities-Other governmental funds .......................... 3,756 3,734 994
Securities-Lottery Agency ..................... ... ..ol 208,064 212,230 102.0
Securities-Economic Development Loan Programs ............... 35,277 35,930 101.9
Total ..o $709,817 $719,708

Either the State or the borrower may terminate the lending agreements on demand. Lending agreements are usually
short in duration. The duration of lending agreements is matched with the term to maturity of the investment of the cash
collateral by investing only in repurchase agreements. Such matching existed at year-end. Investments made with cash
received as collateral are included in the preceding Investments-Governmental Funds Schedule in footnote 3.B.1.

The State's custodial bank is obligated to indemnify the State against liability for any suits, actions, or claims of any char-
acter arising from or relating to the performance of the bank under the contract, except for liability caused by acts or omis-
sions of the State.

The State did not experience any losses on their securities lending transactions for the year ended June 30, 2006.

2. Fiduciary Funds:

The Pension Trust Funds (Funds) participate in a securities lending program as permitted by the investment policies as
approved by the Board of Trustees. The Funds’ custodian lends specified securities to independent brokers in return for col-
lateral of greater value. The preceding Investments — Fiduciary Funds Schedule in footnote 3.B.3 includes (1) securities lent
at year-end for cash collateral; (2) securities lent for securities collateral; and (3) investments purchased with cash collateral.

Borrowing brokers must transfer in the form of cash or other securities, collateral valued at a minimum of 102% of the
fair value of domestic securities and international fixed income securities, or 105% of the fair value of international equity
securities on loan. Collateral is marked to market daily. If the fair value of the pledged collateral falls below the specified
levels, additional collateral is required to be pledged by the close of the next business day. In the event of default by a bor-
rowing broker, the Funds’ custodial bank is obligated to indemnify the Funds if, and to the extent that, the fair value of col-
lateral is insufficient to replace the lent securities. The Funds have not experienced any loss due to credit or interest rate risk
on securities lending activity since inception of the program. As of June 30, 2006, the Funds had no credit risk exposure to
borrowers because the fair value of collateral held for securities lent exceeded the fair value of the related securities, as fol-
lows (amounts expressed in thousands).

Cash Collateral
Fair Received or Non- Percent
Securities Lent Value Cash Collateral Value Collateralized
Lent for cash collateral:
Fixed income securities ................uuiiiiiiiinininnn.. $ 970,213 $ 984,281 101.4%
Domestic equities ............. ... ... ... .. L. 654,147 666,489 101.9
International equities ................ ... ... o oL 485,779 497,898 102.5
Subtotal ... ... 2,110,139 2,148,668
Lent for noncash collateral:
Fixed income securities . ...............ouiiiiiiiiinnnnnn.. 7,800 7,978 102.3
Domesticequities ............. ... ... ... ... L. 120 142 118.3
Total securitieslent ........... ... ... .. i, $2,118,059 $2,156,788

Although the average term of the Funds’ security loans is one week, each loan can be terminated at will by either the
Funds or the borrower. Cash collateral is invested in one of the lending agent’s short-term investment pools, which as of
June 30, 2006, had a weighted average maturity of 50 days and an average expected maturity of 191 days. Because the rela-
tionship between the maturities of the investment pools and the Fund’s security loans is affected by the maturities of the
loans made by other entities that use the agent’s pools, the Funds cannot match maturities. The Funds cannot pledge or sell
collateral securities received unless and until a borrower defaults.
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4. Receivables:

Taxes receivable, as of June 30, 2005, consist of the following (amounts expressed in thousands).

Major Governmental

Funds
Special Non-Major
General Revenue Governmental Funds
Income taxes .. ..ot e $446,928
Salesand use taxes . ...........c.iiiii 348,265
Transportation taxes, principally motor vehicle fuel and excise . $91,773
Other taxes, principally alcohol and property ................ 25,764 $ 14,578
Less: allowance for uncollectibles ....................... 19,443
Taxes receivable, net ................ ... ... ... $801,514 $91,773 $ 14,578

Tax revenues are reported net of uncollectible amounts. Total uncollectible amounts related to tax revenues of the cur-
rent period are $3,700,000.

Other accounts receivable in the governmental funds of $625,252,000, including $150,332,000 due in excess of one year,
consist of various miscellaneous receivables for transportation costs, collection of bills owed to the State’s collection unit,
Medicaid reimbursements, and child support and public assistance overpayments and surcharges.

Other accounts receivable for the enterprise funds of $210,444,000, primarily consist of $122,057,000 due to the Maryland
Unemployment Trust Fund from employers and for benefit overpayments, and $23,196,000, due to the Maryland State
Lottery Agency for lottery ticket sale proceeds.

Other accounts receivable in the agency funds of $1,593,114,000 represent cash pooled in the State treasury that is being
held pending distribution to local governments.

5. Deferred Revenue:

Governmental funds report deferred revenue in connection with receivables for revenues that are not considered to be
available to liquidate liabilities of the current period. Governmental funds, enterprise funds, and component units also defer
revenue recognition in connection with resources that have been received, but not yet earned.

As of June 30, 2006, the various components of deferred revenue reported in the governmental funds and enterprise funds
were as follows (amounts expressed in thousands).

Unavailable Unearned

Tax receivables for revenues not considered available to
liquidate liabilities of the current period (general fund) .............. $122,495
Other receivables for revenues not considered available
to liquidate liabilities of the current period (general fund) ............ 197,759
Other receivables for revenues not considered available to
liquidate liabilities of the current period (special revenue fund) ....... 38,841
Other receivables for revenues not considered available
to liquidate liabilities of the current period
(other governmental funds) ............. ... .. ... . o oL 101
Income tax and other receipts that have been received, but not
earned (general fund) .......... ... ... .. oo $11,127
Revenue in connection with resources that have been received,
but not earned (special revenue fund) ..................... o oL 13,957
Revenue in connection with resources that have been received,
but not earned (enterprise funds) ............ ... ... oL 15,808
Total deferred /unearned revenue for governmental funds and
enterprise funds . ......... . $359,196 $40,892
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6. Loans and Notes Receivable and Investment in Direct Financing Leases:
A. Loans and Notes Receivable:

Loans and notes receivable, as of June 30, 2006 consist of the following (amounts expressed in thousands).

Primary Government Component Units
Special Revenue Non-major
Department of ~ Governmental Higher Stadium
General  Transportation Funds Enterprise Education Authority
Notes receivable:
Political subdivisions:
Water quality projects ......... $ 4,702 $ 672,748
Construction ................. $7,748
Other........................ 36
Hospitals and nursing homes . . . 2,801
Permanent mortgage loans ........... 1,848,400
Student and health profession loans . . . $77,102
Shore erosionloans ................. 6,674
Other ......... ... ... $1,373 6,515 $4,563
Total .........coviiiii 1,373 7,748 14,213 2,521,148 83,617 4,563
Less: Allowance for possible
loanlosses. ................... 193,927 11,305
Loans and notes receivable, net . .. 1,373 7,748 14,213 2,327,221 72,312 4,563
Due withinone year ................ 195 2,929 2,747 104,538 15,270 325
Due in more than one year ........... $1,178 $4,819 $11,466 $2,222,683  $57,042 $4,238

Certain notes receivable for advances of general obligation bond proceeds bear interest at rates ranging from 3.3% to
8.8% and mature within 27 years.

Water quality project loans consist of loans to various local governments and other governmental entities in the State for
wastewater projects under the United States Environmental Protection Agency’s (EPA) Capitalization Grants for State
Revolving Funds’ Federal assistance program. The permanent mortgage loans consist of financing for single and multi-fam-
ily projects, rental projects, small businesses, industrial sites and various other purposes. Student and health profession loans
are made pursuant to student loan programs funded through the U.S. Government.

B. Investment in Direct Financing Leases:
Enterprise Funds:

As of June 30, 2006, the Maryland Transportation Authority (Authority) has direct financing leases with the State’s
Department of Transportation and Washington Metropolitan Area Transit Authority (WMATA). The present value of the
direct financing leases as of June 30, 2006, was $464,761,000. As of June 30, 2006, the Authority held $51,007,000 to be spent
to complete assets under these direct financing leases. Lease payments receivable, including unearned interest for each of
the five succeeding fiscal years and thereafter, including repayment of amounts to be spent, consist of the following
(expressed in thousands).

2007 e $ 37,696
2008 . e 47,218
2009 . e 47,407
2000 . e 47,443
200 L 47,472
20122006 ittt 214,629
2007202 .t 170,256
20222026 . ot e e e e 158,692
2027203 et e 75,759
20822086 . it e 20,491
Total oo 867,063
Less: Unearned interest iNCOME . ... ...ttt e e e e e 351,295
Net lease payments . ........ ... i 515,768
Restricted investments related to unexpended bond proceeds ............................. 51,007

Net investments in direct financing leases ............... ... ... ... i i $464,761

Component Units:

As of June 30, 2006, the Maryland Stadium Authority (Authority) has direct financing leases with the State. The present
value of the direct financing leases as of June 30, 2006, is $283,787,000. As of June 30, 2006, the Authority held $12,493,000 to
be spent to complete assets under these direct financing leases. Lease payments receivable, including unearned interest for
each of the five succeeding fiscal years and thereafter, including repayment of amounts to be spent, consist of the following
(expressed in thousands).
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2007 e e $ 31,725
2008 . e 31,888
2000 . 31,327
2000 .t e e 31,388
20 e e 31,476
200122006 . oottt 151,327
200172020 .ot e 108,843
20222026 . it e e 42,867
TOtal o 460,841
Less: Unearned interest iNCOME . .. ... .. ittt ittt e e 164,561
Net lease payments . ......... ... ... 296,280
Restricted investments related to unexpended bond proceeds .......................... ... 12,493

Net investments in direct financing leases .......... ... ... ... ... . .. i i $283,787

7. Restricted Assets:

Certain assets of the governmental activities, business-type activities and component units are classified as restricted
assets on the Statement of Net Assets. The purpose and amount of restricted assets as of June 30, 2006, are as follows
(amounts expressed in thousands).

Amount

Purpose

Governmental Activities:
$ 49,430
4,696
972
4,459
6,674
Business-type Activities:

$2,475,611

138,888

1,033,984
213,251

233,268

Component Units:

$ 71,068

12,642

16,094

Represents money restricted for completion of transportation construction projects main-
tained in a trust account per Certificates of Participation agreements

Represents cash and cash equivalents and investments restricted for debt service payments
according to bond agreements

Represents funds transmitted to bond paying agents and restricted for payments for
coupons and bonds that have not been presented

Represents sinking fund deposits restricted for redemption of term bonds

Consists of Shore Erosion Control Program loans, the repayments of which are restricted by
statute for future loans

Assets of the Community Development Administration and the State Funded Loan
Programs are restricted for various mortgage loans for low-income housing and local gov-
ernments’ public facilities

The purpose of the restricted assets is to secure the loans and revenue bonds of the
Maryland Water Quality Administration made for waste-water treatment systems, drinking
systems and secured deposits

Restricted assets represent deposits with the U.S. Treasury to pay unemployment compen-
sation benefits in accordance with Federal statute

This cash is held in separate annuity contracts and coupon bonds in the Maryland State
Lottery Agency for winning lottery ticket payouts

Cash and investments have been restricted in accordance with revenue bond debt
covenants of the Maryland Transportation Authority for completion of capital projects,
facility operations, and debt service

Restricted assets of higher education include funds held by the trustee for future construc-
tion projects, cash restricted for endowment purposes, and assets associated with student
loans and loan repayments

Restricted assets of Maryland Stadium Authority include cash and cash equivalents and
investments that relate to revenue bond indentures

Restricted assets include investments that relate to revenue bond indentures and to restrict-
ed project advances for the provision of water supply and waste-water treatment by the
Maryland Environmental Service
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8. Interfund Receivables and Payables:

Interfund balances, as of June 30, 2006, consist of the following (amount expressed in thousands).

Receivable Fund Payable Fund Amount
General Fund Special Revenue Fund $6,297 (a)
Enterprise Funds -

Maryland State Lottery Agency 41,717 (a)
$48,014
Special Revenue Fund General Fund $237,149
Enterprise Funds -
Maryland Transportation Authority 34,411 (b)
$271,560
Non-major Governmental Funds General Fund $323,864
Enterprise Funds —
Economic Development Loan Programs General Fund $243,137
Unemployment Insurance Program General Fund 1,275
Maryland State Lottery Agency General Fund 61,925
Maryland Transportation Authority Special Revenue Fund 9,775 (c)
Non-major Enterprise Funds General Fund 114,572
$430,684

The receivable and payable transactions between the Primary Government and Component Units, as of June 30, 2006,
consist of the following (amounts expressed in thousands).

Receivable Fund Payable Fund Amount

Components Units -
Higher Education Fund General Fund $760,156
Maryland Stadium Authority General Fund 7,870
Non-major Component Units General Fund 40,139
$808,165

(a) The amounts represent monies collected by the special revenue fund and the Maryland State Lottery in June, 2006, and
paid to the general fund in July, 2006.

(b) The Maryland Transportation Authority collects fees for the special revenue fund. The money will be used to build and
maintain special revenue fund infrastructure, structures and other improvements.

(¢) The Maryland Transportation Authority lent funds to the Special Revenue Fund for a construction project at the Seagirt
Marine Terminal. The balance outstanding as of June 30, 2006, was $9,775,000. Payments will continue for 33 years after
completion of the project.

All remaining amounts which are due from the general fund represent pooled cash belonging to the other funds on
deposit with the State Treasurer.

All interfund balances except for (c), above, are expected to be repaid by June 30, 2007.

9. Interfund Transfers:

Interfund transfers, for the year ended June 30, 2006, consist of the following (amounts expressed in thousands).

Transfers In Transfers Out Amount
General Fund Special Revenue Fund $132,551
Non-major Governmental Funds 11,767

Enterprise Funds -
Maryland State Lottery Agency 500,971
Economic Development Loan Programs 6,874
Non-major Enterprise Funds 1,000
$653,163
Special Revenue Fund General Fund $229,282
Non-major Governmental Funds General Fund $110,191
Special Revenue Fund 141,217
$251,408
Enterprise Funds - -
Loan Programs General Fund $29,469
Non-major Governmental Funds 21,526
$50,995

Transfers are primarily used to 1) transfer revenues from the fund required by statute or budget to collect the revenue to
the fund required by statute or budget to expend them, 2) transfer receipts restricted to debt service from the funds collect-
ing the receipts to the non-major governmental funds as debt service payments become due, and 3) provide unrestricted
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revenues collected in the general fund to finance various programs accounted for in other funds in accordance with budget-
ary authorizations. In addition, the non-major governmental funds transferred $8,162,000 of interest earned on bonds,
$36,000 return of funds for rescinded pay-as-you-go capital projects, and $725,000 of Shore Erosion loan funds to the gener-
al fund. The general fund transferred $34,000 for redemptions and interest on state bonds, $105,235,000 for program open
space capital projects, $631,000 for improvements at Maryland Veteran cemeteries, and $4,290,000 for other capital projects,
primarily public school construction, to the non-major governmental funds.

The Maryland State Lottery transferred revenue in excess of funds allocated to prize awards, operating expenses and cap-
ital expenditure payments in the amount of $500,971,000, to the general fund. The general fund transferred $29,469,000 to
support the operations of Enterprise Funds — Loan Programs and the Enterprise Funds — Loan Programs transferred
$6,874,000 of unused funds to the general fund. Also, expenditures for capital projects of $21,526,000 were transferred to
Enterprise Funds — Loan Programs.

During the year, the general fund and other governmental funds had expenditures of $918,531,000, and $133,269,000,
respectively, that were for funds provided to supplement revenues and construction costs, respectively, of the higher educa-
tion component units. The general fund also had net expenditures of $17,981,000 that were for funds provided to supple-
ment revenues of the Maryland Stadium Authority.

10. Capital Assets:
A. Capital Assets, Primary Government:

Capital assets activity by asset classification net of accumulated depreciation, for the year ended June 30, 2006, was as fol-
lows (amounts expressed in thousands).

Governmental activities:

Balance Transfers Balance
Classification June 30, 2005 Additions Deletions In (Out) June 30, 2006
Capital assets, not being depreciated,
Land and improvements .............. $ 2,495,056 $64,286 $2,947 $ 101,120 $2,657,515
Art and historical treasures ........... 27,118 2 27,120
Construction in progress . ............. 2,753,072 1,016,796 308 (1,089,204) 2,680,356
Total capital assets, not being
depreciated ............... ... ... 5,275,246 1,081,084 3,255 (988,084) 5,364,991
Capital assets, being depreciated,
Structures and improvements ......... 4,955,341 64,198 6,300 193,353 5,206,592
Equipment.......................... 2,155,797 135,264 31,845 69,289 2,328,505
Infrastructure ....................... 13,441,565 364,390 537 725,442 14,530,860
Total capital assets, being depreciated 20,552,703 563,852 38,682 988,084 22,065,957
Less accumulated depreciation for,
Structures and improvements ......... 1,699,072 139,657 748 1,837,981
Equipment .......................... 1,340,368 157,599 29,256 1,468,711
Infrastructure ....................... 5,978,172 558,203 1,187 6,535,188
Total accumulated depreciation . . . . .. 9,017,612 855,459 31,191 9,841,880
Total capital assets, net ........... $16,810,337 $789,477 $10,746 $ -— $17,589,068
Business-type activities:
Balance Balance
Classification June 30, 2005 Additions Deletions June 30, 2006
Capital assets, not being depreciated,
Land and improvements . ............. $ 110,008 $ 10,839 $ 120,847
Capital assets, being depreciated,
Structures and improvements ......... 50,784 60 50,844
Equipment .................. ... ... 36,828 706 $2,634 34,900
Infrastructure ....................... 2,284,481 118,886 2,403,367
Total capital assets, being depreciated 2,372,093 119,652 2,634 2,489,111
Less accumulated depreciation for,
Structures and improvements ......... 21,175 2,956 24,131
Equipment .......................... 24,751 1,686 2,634 23,803
Infrastructure ....................... 937,595 55,150 992,745
Total accumulated depreciation . . . ... 983,521 59,792 2,634 1,040,679
Total capital assets, net ........... $1,498,580 $ 70,699 $ — $1,569,279
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B. Depreciation Expense, Primary Government:

The depreciation expense for the year ended June 30, 2006, for the primary government was charged as follows (amounts
expressed in thousands).

Governmental activities:

Function Amount
General GOVErNMENt .. ....... ... i $ 31,510
EdUcation .. ..o 11,637
Business and economic development ............. .. 13
HUman reSOUICeS . . . ... i e e 6,735
Health and mental hygiene ......... ... . . . 17,032
Environment . ... ... 759
Public safety .. ... . 41,592
Housing and community development ........ ... ... 1,284
Natural resources and recreation ... ... .. ...ttt 15,743
Transportation ... ... ... ... ... 718,484
AgricUultUure ... ... 7,876
Labor, licensing and regulation .............. ... 505
Judicial . .o 2,289

Total depreciation expense — governmental activities ............ ... .. . . . i $855,459

Business-type activities:

Function Amount
State LOttery ... ... $ 560
Transportation Authority . ......... .. . 58,038
Maryland Correctional Enterprises ... ......... .. 1,178
Economic Development Loan Programs .......... ... i i 16

Total depreciation expense - business type activities . ........ ... ... ... i $ 59,792

11. Long-Term Obligations:
A. Governmental Activities:

Changes in governmental activities” long-term debt, for the year ended June 30, 2006, are as follows (amounts expressed
in thousands).

Balance Balance Amounts Due
June 30, 2005 Additions Reduction June 30, 2006 Within One Year
Bonds and Notes Payable:
General obligation bonds ........... $4,511,827 $750,000 $393,355 $4,868,472 $405,695
Transportationbonds .............. 1,071,620 100,000 92,280 1,079,340 68,290
Deferred amounts:
Issuance premiums ............. 396,574 54,907 39,426 412,055
Onrefunding .................. (79,833) (11,293) (68,540)
Total bonds and notes payable 5,900,188 904,907 513,768 6,291,327 473,985
Other Liabilities:
Compensated absences ............. 244 967 162,355 142,368 264,954 126,306
Self insurance costs ................ 290,433 780,728 781,441 289,720 104,719
Escheat property .................. 64,371 42,145 50,888 55,628 35,500
Net pension obligation ............. 279,618 157,175 436,793
Obligations under
capital leases ................... 440,236 119,423 40,067 519,592 37,296
Obligations under capital leases
with component units ........... 304,220 1,774 12,854 293,140 15,307
Other long-term liabilities .......... 424,523 5,320 25,523 404,320 9,270
Total other liabilities ......... 2,048,368 1,268,920 1,053,141 2,264,147 328,398
Total long-term liabilities-
governmental activities ... $7,948,556 $2,173,827 $1,566,909 $8,555,474 $802,383

General Obligation Bonds -

General obligation bonds are authorized and issued primarily to provide funds for State owned capital improvements,
facilities for institutions of higher education and the construction of public schools in political subdivisions. Bonds have also
been issued for local government improvements, including grants and loans for water quality improvement projects and cor-
rectional facilities, and to provide funds for loans or outright grants to private, not-for-profit cultural or educational institu-
tions. Under constitutional requirements and practice, the Maryland General Assembly, by a separate enabling act, author-
izes loans for particular objects or purposes. Thereafter, the Board of Public Works, a constitutional body comprised of the

65



Governor, the Comptroller and the State Treasurer, by resolution, authorizes the issuance of bonds in specified amounts for
part or all of the loans authorized by particular enabling acts. General obligation bonds are subject to arbitrage regulations.
However, there are no major outstanding liabilities in connection with these regulations as of June 30, 2006. Bonds issued
after January 1, 1988, are subject to redemption provisions at the option of the State.

General obligation bonds, which are paid from the general obligation debt service fund, are backed by the full faith and
credit of the State and, pursuant to the State Constitution, must be fully paid within 15 years from the date of issue. Property
taxes, debt service fund loan repayments and general fund and capital projects fund appropriations provide the resources
for repayment of general obligation bonds. During fiscal year 2006, the State issued $750,000,000 of general obligations at a
premium of $51,093,000 with related issuance costs of $1,778,000.

Refunded bonds of $638,270,000 maturing in fiscal years 2007-2016 and callable in fiscal years 2007-2011 were considered
defeased as of June 30, 2006. Accordingly, the trust account assets and the liability for the defeased bonds are not included
in these financial statements.

General obligation bonds issued and outstanding, as of June 30, 2006, are as follows (amounts expressed in thousands).

Interest Principal Principal

Issue Maturity Rates Issued Outstanding
10/21/93(a) 1995-2007 3.0-4.8 $ 143,145 $ 10,475
3/3/94 1997-2009 3.5-4.8 119,965 10,810
10/24/96 2000-2012 5.0 170,000 13,510
3/13/97 2000-2012 5.0 240,000 19,065
8/14/97 2001-2013 4.8-5.0 250,000 59,630
3/5/98 2001-2013 4.5-5.0 250,000 59,630
7/22/98 2002-2014 5.0-5.3 250,000 77,645
3/11/99 2002-2014 4.0-4.5 225,000 109,640
7/29/99 2003-2015 4.3-53 125,000 47,545
8/3/00 2004-2016 5.1-5.8 200,000 88,640
3/8/01 2004-2016 4.0-5.5 200,000 164,880
7/26/01 2005-2017 5.0-5.5 200,000 176,855
11/21/01 2016 0 (b) 18,099 18,099
3/21/02(a) 2003-2017 4.0-5.5 309,935 217,280
8/15/02(a) 2003-2018 3.0-5.5 515,830 396,130
3/6/03(a) 2006-2018 5.0-5.3 586,120 544,735
8/5/03 2007-2019 5.0 500,000 500,000
8/10/04 2008-2020 5.0 400,000 400,000
10/21/04 (a) 2005-2016 5.0 574,655 561,335
11/30/04 2020 0 (b) 9,043 9,043
3/17/05 (a) 2006-2020 3.4-5.3 656,185 633,525
8/11/05 2009-2021 4.3-5.0 450,000 450,000
3/23/06 2009-2021 4.0-5.0 300,000 300,000
$6,692,977 $4,868,472

(a) Includes refunding debt
(b) Qualified Zone Academy Bonds are non-interest bearing.

General obligation bonds authorized, but unissued, as of June 30, 2006, total $1,774,484,000.

As of June 30, 2006, general obligation debt service requirements for principal and interest in future years are as follows
(amounts expressed in thousands).

Years Ending

June 30, Principal Interest
2007 . $ 405,695 $ 238,793
2008 .. 428,310 220,527
2009 . 464,725 198,056
2010 . 443,440 175,002
2011 .. 430,480 153,156
2012-2016. . ... 1,748,828 464,649
2017-2021. .o 946,994 94,326

Total ..................... $4,868,472 $1,544,509

On August 10, 2006, general obligation bonds aggregating $350,000,000 were issued for capital improvements. The inter-
est rates on the new issue range from 4.3% to 5.0%, and the bonds mature serially through 2022.
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Transportation Bonds -
Transportation bonds outstanding as of June 30, 2006, are as follows (amounts expressed in thousands).

Outstanding

Consolidated Transportation Bonds — 2.0% to 5.5%, due serially through2021....................... $ 918,600
Consolidated Transportation Bonds, Refunding — 4.0% to 5.5%, due serially through 2014............. 159,875
County Transportation Bonds -- 6.2%, due serially through 2007 ................................... 865
Total ... $1,079,340

Consolidated Transportation Bonds are limited obligations issued by the Maryland Department of Transportation
(Department) for highway, port, airport, rail, or mass transit facilities, or any combination of such facilities. The principal
must be paid within 15 years from the date of issue.

As provided by law, the General Assembly shall establish in the budget for any fiscal year a maximum outstanding aggre-
gate amount of these Consolidated Transportation Bonds as of June 30 of the respective fiscal year, that does not exceed
$2,000,000,000 through June 30, 2006, and thereafter. The aggregate principal amount of those bonds that was allowed to be
outstanding as of June 30, 2006, was $1,333,475,000. The aggregate principal amount of Consolidated Transportation Bonds
outstanding as of June 30, 2006, was $1,078,475,000. Consolidated Transportation Bonds are paid from the transportation
debt service fund. Principal and interest on Consolidated Transportation Bonds are payable from the proceeds of certain
excise taxes levied by statute and a portion of the corporate income tax credited to the Department. These amounts are avail-
able to the extent necessary for that exclusive purpose before being available for other uses by the Department. If those tax
proceeds become insufficient to meet debt service requirements, other receipts of the Department are available for that pur-
pose. The holders of such bonds are not entitled to look to other State resources for payment.

Under the terms of the authorizing bond resolutions, additional Consolidated Transportation Bonds may be issued, pro-
vided, among other conditions, that (1) total receipts (excluding Federal funds for capital projects, bond and note proceeds,
and other receipts not available for debt service), less administration, operation and maintenance expenses for the preceding
fiscal year, equal at least two times the maximum annual debt service on all Consolidated Transportation Bonds outstanding
and to be issued, and that (2) total proceeds from pledged taxes equal at least two times the maximum annual debt service
on all Consolidated Transportation Bonds outstanding and to be issued.

The 2005 session of the General Assembly established a maximum outstanding principal amount of $754,100,000 as of
June 30, 2006, for all nontraditional debt of the Department. Nontraditional debt outstanding is defined as any debt instru-
ment that is not a Consolidated Transportation Bond or GARVEE bond (tax-exempt debt backed by annual federal appro-
priations for federal-aid transportation projects). This debt includes certificates of participation, debt backed by customer
facility charges, passenger facility charges, or other revenues, and debt issued by the Maryland Economic Development
Corporation or any other third party on behalf of the Department. As of June 30, 2006, the Department's nontraditional debt
outstanding was $752,790,000 and is reported as obligations under capital leases and other long-term liabilities.

County Transportation Bonds are issued by the Department, and the proceeds are used by participating counties and
Baltimore City to fund local road construction, reconstruction and other transportation projects and facilities and to provide
local participating funds for Federally-aided highway projects. Debt service on these bonds is payable from the counties' and
Baltimore City's shares of highway user revenues. Legislation was enacted during the 1993 session of the General Assembly
that established an alternative County transportation bond program. This new legislation provides features similar to the
previous program except that the County transportation debt will be the obligation of the participating counties rather than
the Department. As of June 30, 2006, the principal balance outstanding for County Transportation Revenue Bonds for which
the Department is not liable totaled $30,000,000. These bonds do not constitute a debt or pledge of the faith and credit of the
Department or the State and, accordingly, have not been reported in the accompanying financial statements.

Arbitrage regulations are applicable to the transportation bonds payable. The Department estimates there are no mate-
rial liabilities for arbitrage rebates as of June 30, 2006.

During fiscal year 2006, the Department issued $100,000,000 of Consolidated Transportation Bonds at a premium of
$3,814,000.

Refunded bonds of $46,500,000 were considered defeased as of June 30, 2006. Accordingly, the trust account assets and
the liability for the defeased bonds are not included in these financial statements.
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As of June 30, 2006, Department bond debt service requirements for principal and interest in future years are as follows
(amounts expressed in thousands).

Years Ending Consolidated and County Transportation Bonds
June 30 Principal Interest
2007 .o $ 68,290 $ 51,026
2008 ... 68,990 48,064
2009 ... 76,210 45,202
2010 ... 75,595 41,813
2011 o 76,670 38,446
2012-2016 . ...l 438,635 133,167
2017-2020 . ...l 274,950 26,021

Total ............... $1,079,340 $383,739

Obligations Under Capital Leases -

Obligations under capital leases as of June 30, 2006, bore interest at annual rates ranging from 2.0% to 5.9%. Capital lease
obligations with third parties in fiscal year 2006 increased by $119,423,000 for master equipment and building leases entered
into by the general fund and leases for various transportation related projects entered into by the Maryland Department of
Transportation. The capital leases with component units include the general fund'’s capital leases with the Maryland Stadium
Authority, which are being paid with the net proceeds transferred from certain Lottery games, and with other non-major
component units. Following is a schedule of annual future minimum payments under these obligations, along with the pres-
ent value of the related net minimum payments as of June 30, 2006 (amounts expressed in thousands).

Years Ending Capital Lease Obligations with
June 30 Third Parties Component Units
2007 .o $ 62,038 $ 33,733
2008 . 60,343 33,860
2009 . 57,036 33,306
2010 ..o 48,929 33,355
2011 .o 43,568 33,657
2012-2016 ..o 187,092 156,342
2017-2021 ..o 151,575 108,843
2022-2026 ..o 117,541 42,867
2027-2031 .. 76,144
2032-2036 ... 1,477
Total future minimum payments. .............. 805,743 475,963
Less: Amount representing interest......... 279,757 167,438
Less: Restricted cash and investments ... ... 6,394 15,385
Present value of net minimum payments . . .. $519,592 $293,140

The reduction shown for restricted cash and investments in the amount of $21,779,000 are monies held by the bond trustee
to be used primarily for construction expenditures, including $6,394,000 held on behalf of the Maryland Economic
Development Corporation.

The assets acquired through capital leases are as follows (amounts expressed in thousands).

Third Parties
Asset Amount

Construction in progress ............. ... ... ... .. $6,310
Land and improvements ............. ... ... . i 12,014
Buildings and improvements . .............. .. oo 629,588
Machinery and equipment ........... ... ... ... o oo 269,023
Infrastructure . ....... .. ... . i 41,570
Total acquired assets ................. ... ... i 958,505
Less: accumulated depreciation ................... ... ... ..., 261,418
Total capital assets-net ............ ... ... ... ... ... ..., $697,087

Other Liabilities —

The Maryland Department of Transportation has entered into several financing agreements, primarily with the Maryland
Transportation Authority, for the financing of various transportation related projects, similar in nature to capital leases. The
Department has obligations under other long-term liabilities of $404,320,000 as of June 30, 2006, bearing interest at annual
rates ranging from 2.2% to 6.7%. Following is a schedule of annual future minimum payments under these obligations, along
with the present value of the related net minimum payments as of June 30, 2006 (amounts expressed in thousands).
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Years Ending June 30, Other Liabilities

2007 .« e $ 30,913
2008 . . 39,953
2000 . . 40,200
2000 . o 40,400
2000 L 40,594
2012-2016 ..o 182,878
2017-2021 .o 141,511
20222026 ..o 136,720
2027-2031 .o 62,625
2082-2036 . .o 17,594
Total future minimum payments................................ 733,388
Less: Amount representing interest .......................... 296,386

Less: Restricted cash and investments ........................ 32,682
Present value of net minimum payments .................. $404,320

The reduction shown for restricted cash and investments in the amount of $32,682,000 is monies held by the bond trustee
on behalf of the Maryland Transportation Authority to be used primarily for construction expenditures.

The assets acquired through other long-term liabilities are as follows (amounts expressed in thousands).

Asset Amount
Construction in progress . ...t $71,582
Buildings and improvements ............. .. .. oo 343,240
Machinery and equipment ............. .. ... 6,927
Infrastructure .. ........... . i 178,706
Total acquired assets ............. ... ... . i 600,455
Less: accumulated depreciation . .................... ... ..o 42,251
Total capital assets —net .......... ... ... . i $558,204

For the governmental activities, compensated absences, self insurance, escheat property claim payments, net pension
obligations, obligations under capital leases and other liabilities are generally liquidated by the general or special revenue
fund as applicable.

B. Long Term Obligations — Business-type Activities:

Changes in long-term obligations for business-type activities as of June 30, 2006, are as follows (amounts expressed in
thousands).

Balance Balance Amounts Due
June 30, 2005 Additions Reductions June 30, 2006 Within One Year
Bonds Payable:
Revenue bonds payable ........... $2,825,315 $692,596 $635,056 $2,882,855 $455,095
Other Liabilities:
Lottery prizes .................... 229,204 16,187 45,867 199,524 40,969
Escrow deposits .................. 37,399 29,027 16,714 49,712 9,305
Rebate liability ................... 18,150 1,121 11,540 7,731 656
Compensated absences ............ 8,220 5,831 5,026 9,025 1,897
Self insurance costs ............... 7,116 1,530 1,864 6,782 1,051
Obligations under capital leases .. .. 1,673 417 1,256 440
Total other liabilities .............. 301,762 53,696 81,428 274,030 54,318
Total long-term liabilities-
business type activities ......... $3,127,077 $746,292 $716,484 $3,156,885 $509,413

69



Debt service requirements for business-type activities’ notes payable and revenue bonds to maturity are as follows
(amounts expressed in thousands).

Maryland
Community Water Quality Maryland
Development Financing Transportation
Years Ending Administration Administration Authority
June 30, Principal Interest Principal Interest Principal Interest
2007 oo $ 402,360 $ 89,682 $ 8,960 $ 1,435 $ 34,390 $ 35,052
2008 ... 48,915 79,857 8,874 3,199 27,678 33,053
2009 ... 54,110 77,745 9,241 2,750 28,156 32,337
2010 oo 54,905 75,494 9,750 2,152 28,848 31,329
2011 o 53,620 73,095 10,040 1,708 29,585 30,269
2012-2016 ......... 276,845 327,953 28,460 2,934 168,206 131,554
2017-2021 ......... 264,170 263,383 113,025 95,198
2022-2026 ......... 227,445 198,796 140,820 62,423
20272031 ......... 203,745 140,821 96,760 26,646
2032-2036 ......... 256,725 91,123 51,410 4,550
2037-2041 ......... 127,280 34,708
2042-2046 ......... 62,080 8,556
2047-2051 ......... 4,135 160
Total ........... 2,036,335 1,461,373 75,325 14,178 718,878 482,411
Discounts, premiums
and other deferred
COStS..viiiiiinnn. 4,150 1,930
Accumulated accreted
interest ........ 46,237
Total.............. $2,040,485 $1,461,373 $77,255 $14,178 $765,115 $482,411

Community Development Administration (Administration) - Revenue Bonds:

The Administration, an agency of the Department of Housing and Community Development, has issued revenue bonds,
proceeds of which were used for various mortgage loan programs. Assets aggregating approximately $2,476,342,000 and
revenues of each mortgage loan program are pledged as collateral for the revenue bonds. Interest rates range from 1.4% to
6.8%, with the bonds maturing serially through December, 2047. The principal amount outstanding as of June 30, 2006, is
$2,040,485,000. Substantially all bonds are subject to redemption provisions at the option of the Administration.
Redemptions are permitted at rates ranging from 100% to 102% of the outstanding principal amount. During fiscal year 2006,
the Administration issued $595,645,000 of revenue bonds with interest rates ranging from 3.0% to 6.0% and maturing serial-
ly through December, 2047.

The Administration issues short-term tax-exempt bonds to preserve its allocation of the state volume ceiling until the
issuance of long-term bonds to finance mortgages. In fiscal year 2006, the Administration issued 2005 Series F, 2005 Series
G, 2006 Series C, and 2006 Series D, which are still outstanding as of June 30, 2006. Series 2004, Series ] and 2004, Series K
were issued in fiscal year 2005 and either were redeemed prior to maturity or matured in fiscal year 2006.

The short-term debt that was issued in fiscal year 2006 was in the Residential Revenue Bond Program Fund.

The following summarizes short-term debt activity in 2006 (amounts expressed in thousands).

Outstanding short-term debt as of June 30,2005 ......... $170,055

Issuance .......... 315,000

Retirements ......... .. (170,055 )
Outstanding short-term debt as of June 30, 2006 ...... $315,000

This amount of short-term debt is included in the restricted revenue bonds payable on the Statement of Net Assets.

Subsequent to June 30, 2006, the Administration issued a total of $580,000,000 and redeemed a total of $43,030,000, of rev-
enue bonds.

Interest Rate Swaps:

Objective of the interest rate swap. As a means to lower its borrowing costs, when compared against fixed-rate bonds at the
time of issuance in November 2004, May 2006, and July 2006, the Administration entered into interest rate swaps in connec-
tion with its $20 million 2004 Series I, $40 million 2006 Series G, and $40 million 2006 Series ] variable rate revenue bonds.
The intention of the swaps was to effectively change the Administration’s variable interest rate on the bonds to fixed rates.

Terms. The bonds and the related swap agreements mature on September 1, 2035 and 2040, and the swaps’ notional
amount of $100 million matches the $100 million variable rate bonds. Under the swap agreements, the Administration pays
the counterparty a fixed payment of 3.9% or 4.4% and receives a variable payment computed as 64% of the London Interbank
Offered Rate (LIBOR) plus .3%. Conversely, the bonds’ variable rate is based on the Bond Market Association Municipal
Swap Index (BMA).
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Fair value. Because interest rates have generally increased since execution of the swaps, the swaps have a fair value of
$681,000 as of June 30, 2006. The swaps’ fair value may be countered by an increase in total interest payments required under
the variable rate bonds, creating a higher synthetic interest rate. Because the coupons on the Administration’s variable rate
bonds adjust to changing interest rates, the bonds do not have a corresponding fair value increase. The fair value of the
swaps is based on market value and is affirmed by an independent advisor who used valuation methods and assumptions
in accordance with GASB Technical Bulletin No. 2003-1.

Credit risk. The fair value of the swaps represents the Administration’s credit exposure to each counterparty as of June
30, 2006. The fair value of two swaps with one counterparty is $859,000, and the negative fair value of one swap with a sec-
ond counterparty is $178,000. Therefore, the Administration faces a maximum possible loss of $859,000. It is not exposed to
credit risk with the second counterparty because the swap has a negative fair value. However, should the valuation of the
swap change and the fair value turn positive, the Administration would be exposed to credit risk in the amount of the swap’s
fair value. The first counterparty is rated AAA by Standard & Poor’s and Aaa by Moody’s. The second counterparty is rated
AA by Fitch and Aa by Moody’s. To mitigate the potential for credit risk, if the counterparties’ credit quality falls below A,
the fair value of the swaps will be fully collateralized by the counterparties.

Basis risk. The swaps would expose the Administration to basis risk should the relationship between LIBOR and BMA
converge. If a change occurs that results in the rates moving to convergence, the expected cost savings may not be realized.

Termination risk. The Administration or the counterparty may terminate the swap if the other party fails to perform under
the terms of the contract. The counterparty can terminate the contract if the ratings on the related bonds fall below the cred-
it rating thresholds. If a swap is terminated, the underlying variable rate bonds may be exposed to rising interest rates. If
at the time of such termination a swap has a negative fair value, the Administration would be liable to the counterparty for
a payment equal to the swap’s fair value along with any accrued interest.

Swap payments and associated debt. Using rates as of June 30, 2006, debt service requirements of the variable rate debt and
net swap payments, assuming current interest rates remain the same for their term, are as follows (amounts expressed in
thousands). As rates vary, variable rate bond interest payments and net swap payments will vary. The Administration
entered into the $40 million 2006 Series | interest rate swap agreement on May 25, 2006, and the bonds were issued on July
13,2006. Therefore, the effect of this swap is not included in the table below.

Hedged Variable
Years Ending Rate Bonds Interest Rate
June 30, Principal Interest Swaps, Net Total

2007 ... $ 1,983 $ 302 $ 2,285
2008 ... 2,408 360 2,768
2009 ...l 2,396 366 2,762
2010 ... 2,402 366 2,768
2011 ... 2,402 366 2,768
2012-2016 ............. 12,016 1,819 13,835
2017-2021 ............. 12,004 1,825 13,829
2022-2026 ... ..ol 12,010 1,825 13,835
2027-2031 ............. $ 9,130 11,310 1,679 22,119
2032-2036 ............. 32,820 8,688 1,094 42,602
2037-2041 ............. 18,050 2,097 414 20,561

Total .............. $60,000 $69,716 $10,416 $140,132

On July 11, 2006, the Administration entered into an interest rate swap with a notional amount of $20,000,000. This agree-
ment, a synthetic fixed rate contract, will hedge $20,000,000 of 2006 Series ] variable rate bonds issued on July 13, 2006.

Maryland Water Quality Financing Administration (Administration) - Revenue Bonds:

The Administration, an agency of the Department of Environment, has issued revenue bonds for providing loans.
Interest rates range from 3.3% to 6.6% payable semiannually with annual installments from $2,930,000 to $10,040,000 to
September 1, 2015. These bonds are payable solely from the revenue, money or property of the Administration.

During fiscal year 2006, the Administration issued $63,560,000 to refund certain outstanding revenue bonds issued
between 1992 and 1995 with interest rates ranging from 5.0% to 6.5%, in order to realize savings on debt service costs. The
interest rate on the new issue is 3.3% and the bonds mature serially through September 1, 2015. The aggregate difference in
debt service between the refunded debt and the refunding debt is $11,121,000. The economic gain on the transaction, that is,
the difference between the present value of the debt service streams for the refunded and refunding debt, is $5,459,000.
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Maryland Transportation Authority Bonds:
Bonds outstanding as of June 30, 2006, are as follows (amounts expressed in thousands).

Series 1992 Revenue bonds, current interest serial bonds, maturing in annual installments from

$13,790 to $14,570 to July 1, 2006, with interest rates ranging from 5.7% to 5.8%,

payable semiannually .. ... ... $ 14,570
Series 1992 Capital appreciation revenue bonds maturing in annual installments of original principal

ranging from $720 to $6,197 from July 1, 2007, to July 1, 2015, with approximate

yield to maturity of 6.3% to 6.4% and an accreted amount ............ ... ... oo oo 80,275
Series 1998 Revenue refunding bonds maturing in annual installments ranging from $5,675 to $9,510
to July 1, 2006, with interest rates ranging from 4.5% to 5.0%, payable semiannually .................... 9,510

BWI Consolidated Car Rental Facility Revenue bonds, Series 2002a, maturing in annual installments ranging

from $1,760 to $8,505 from July 1, 2006, to July 1, 2032, with interest rates ranging from 2.8% to 6.7%,

payable semiannually .. ... ... 113,425
BWI Parking Garage Revenue Bonds, Series 2002b, maturing in annual installments ranging from $7,510 to

$17,470 from March 1, 2007, to March 1, 2027, with interest rates ranging from 4.0% to 5.3%, payable

semiannually .. ... 253,875
BWI Facilities Projects Bonds, Series 2003, maturing in annual installments ranging from $8,800 to $11,200

from March 1, 2008, to March 1, 2014, with interest rates ranging from 2.2% to 2.3%, payable semiannually 69,700
WMATA Metrorail Parking Projects Bonds, Series 2004, maturing in annual installments ranging from $1,040

to $2,780 from March 1, 2007, to March 1, 2029, with interest rates ranging from 3.0% to 5.0%,

payable semiannually . ......... . 40,000
Series 2004 Revenue bonds maturing in annual installments of $1,000 to $15,235 from July 1, 2007, to

July 1, 2032, with interest rates ranging from 4.5% to 5.3% payable semiannually, and term bonds maturing

July 1, 2034, with an interest rate of 5.0% . .......... . 160,000
Calvert Street Parking Project Revenue bonds, Series 2005, maturing in annual installments ranging

from $585 to $1,415 from July 1, 2007 to July 1, 2032, with interest rates ranging from 3.3% to 4.4%

payable semiannually .. ... ... 23,760

Total .« .o $765,115

Revenue bonds are payable solely from the revenues of the transportation facilities projects. The Series 1992 Revenue
Bonds are subject to redemption at the Authority’s option on or after July 1, 2006, at a redemption price of 100% of the prin-
cipal amount.

Capital appreciation bonds payable as of June 30, 2006, include an accreted amount of $46,237,000.
Obligations Under Capital Leases -

Obligations of business-type activities under capital leases as of June 30, 2006, are as follows (amounts expressed in thou-
sands).

State

Years Ending June 30, Lottery Agency
2007 $ 440
2008 . . 439
2000 . 439
Total minimum lease payments ................. . i 1,318
Less: Imputed interest ................. .. 62
Present value of net minimum lease payments .................... ... ...... $1,256

The Lottery has entered into lease agreements for certain on-line gaming system equipment and a computer system. As
of June 30, 2006, assets acquired under leases and the related accumulated amortization totaled $2,002,000 and $1,028,000,
respectively, and are included in capital assets in the Statement of Net Assets, Business-type Activities.

C. Notes and Revenue Bonds Payable - Component Units:
Higher Education -

Certain State higher education institutions have issued revenue bonds for the acquisition and construction of student
housing and other facilities. Student fees and other user revenues collateralize the revenue bonds. Interest rates range from
2.5% to 6.0% on the revenue bonds. In August 2003, the University System of Maryland (System) issued equipment notes
payable with interest calculated using rates of interest determined through a periodic auction process. The notes mature on
July 1, 2023 and may be converted to fixed interest rate instruments at the option of the System.
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Debt service requirements to maturity, excluding debt of the foundations in the amount of $1,698,000, are as follows
(amounts expressed in thousands).

Notes Payable and
Years Ending Other Long-Term Debt Revenue Bonds
June 30, Principal Interest Principal Interest
2007 ..ol $ 1,701 $ 4,614 $ 61,495 $ 44,305
2008 ... 1,815 4,526 64,065 41,678
2009 ... 1,950 4,430 66,669 38,813
2010 ... 2,070 4,327 64,594 36,034
2011 ... 2,192 4,218 62,035 33,233
2012-2016 ............. 9,768 19,239 267,355 121,572
2017-2021 ...l 17,875 239,385 58,294
2022-2026 ...l 65,000 7,150 83,950 13,980
2027-2031 ... 17,060 3,793
2032-2036 ...l 6,605 522
2037-2038 ............. 495 23
Total .............. 84,496 66,379 933,708 392,247
Accumulated accreted
interest and other
deferred costs . ... 27,506
Total .......... $84,496 $66,379 $961,214 $392,247

The bonds issued are the debt and obligation of the issuing higher education institutions and are not a debt and obliga-
tion of, or pledge of, the faith and credit of the State.

As of June 30, 2006, higher education institutions have defeased debt outstanding of $178,298,000 resulting from the
refunding of previously issued debt. Accordingly, the trust account assets and the liability for the defeased bonds are not
included in these financial statements.

As of June 30, 2006, cash and cash equivalents and investments were held by the trustees for the higher education insti-
tutions in the amount of $58,516,000 and $12,017,000, respectively.

In 2006, St. Mary's College issued $4,235,000 of 2006 Subordinate Revenue Bonds, Series A, to finance a new student res-
idence hall. The bonds bear interest from 4.3% to 4.5%. Annual maturities will increase from 2008 until the final payment
of $255,000 becomes due in 2038. The bonds maturing after September 1, 2016, are callable at no premium.

Obligations under capital leases of $7,992,000 exist as of June 30, 2006, bearing interest at annual rates ranging from 4.8%
to0 6.8%.
Maryland Stadium Authority (Authority) - Revenue Bonds:

Debt service requirements to maturity for Maryland Stadium Authority revenue bonds and notes payable are as follows
(amounts expressed in thousands).

Years Ending
June 30, Principal Interest

2007 .« e $ 13,940 $ 17,785
2008 . o 14,925 16,963
2009 .+t 15,210 16,117
2000 e o 16,195 15,193
200 oo 17,255 14,222
2012-2016 .o ve e 97,520 53,807
2017-2021 oo et 84,465 24,378
202272026 . et 36,770 6,097

Total .. 296,280 164,562
Unamortized discount net of

unamortized premium ............ ... ... ... (10)

Total ... $296,270 $164,562

The Authority has issued various lease revenue bonds and notes to finance the construction of the baseball and football
stadiums, convention center expansions in Baltimore City and the Town of Ocean City and certain other facilities. The out-
standing debt is to be repaid through capital lease payments from the State, as the State has entered into capital lease arrange-
ments for the use of the facilities financed with the debt proceeds.
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As of June 30, 2006, the Authority had outstanding revenue bonds for the construction, renovation and expansion of cer-
tain facilities as follows (amounts expressed in thousands).

Outstanding Interest Maturity
Facility Amount Rates Date
Baseball Stadium . ................... $125,494 3.0% to 5.7% December 15, 2019
Football Stadium . ................... 76,338 4.7% to0 5.8% March 1, 2026
Baltimore City Convention Center . . . .. 34,205 5.3% to 5.9% December 15, 2014
Ocean City Convention Center .. ...... 11,488 4.8% to 5.4% December 15, 2015
Hippodrome Performing Arts Center . . 18,473 5.0% to 6.3% June 15, 2022
Montgomery County Conference Center 21,542 2.0% to 5.0% June 15, 2024
Camden Station ..................... 8,730 3.0% to 5.2% December 15, 2024

Total ... ..o $296,270

12. Insurance:

The self-insurance liabilities represent the State’s liability for its various self-insurance programs. The State is self-insured
for general liability, property and casualty, workers’ compensation, environmental and anti-trust liabilities and certain
employee health benefits. Commercial insurance coverage is purchased for specialized exposures such as aviation hull and
liability, steam boiler coverage and certain transportation risks. There were no significant reductions or changes in the com-
mercial insurance coverage from the prior year, and the amount of settlements have not exceeded insurance coverage for any
of the past three fiscal years.

All funds, agencies and authorities of the State participate in the self-insurance program (Program). The Program, which
is accounted for in the general fund, allocates the cost of providing claims servicing and claims payment by charging a "pre-
mium" to each fund, agency or public authority, based on a percentage of each organization's estimated current-year payroll
or based on an average loss experienced by each organization. This charge considers recent trends in actual claims experi-
ence of the State as a whole and makes provision for catastrophic losses.

The Program's liabilities are reported when it is probable that a loss has occurred and the amount of that loss can be rea-
sonably estimated. Liabilities include an amount for claims that have been incurred but not reported. Because actual claims
liabilities depend on such complex factors as inflation, changes in legal doctrines, and damage awards, actual claims paid
could differ from these estimates. Claims liabilities are reevaluated periodically to take into consideration recently settled
claims, the frequency of claims and other economic and social factors. Non-incremental claims adjustment expenses have
been included as part of the liability for claims and adjustments for the general liability, property and casualty, workers” com-
pensation, environmental and anti-trust liabilities. Liabilities for incurred workers’ compensation losses to be settled by
fixed or reasonably determinable payments over a long period of time are reported at their present value using a 4.0% dis-
count rate. The workers’ compensation and property and casualty costs are based upon separately determined actuarial val-
uations for the following fiscal years ending. The employee health benefits liability is calculated based on claims subse-
quently reported and claims trends.

Changes in the self-insurance liabilities during fiscal year 2006 were as follows (amounts expressed in thousands).

Claims and Amount

Balance Changes in Claim Balance Due Within
June 30, 2005 Estimates Payments June 30, 2006 One Year
Property, casualty and general liability . . . $ 16,654 $ 7712 $ 799 $ 16,372 $ 5818
Workers” compensation. ................ 230,364 60,453 47,824 242,993 37,664
Employee health benefits . . ............. 78,211 720,567 731,875 66,903 66,903
Total self-insurance costs ........... $325,229 $788,732 $787,693 $326,268 $110,385

As of June 30, 2006, the Program held $231,389,000 in cash and investments designated for payments of these claims.

Changes in the self-insurance liabilities during fiscal year 2005 were as follows (amounts expressed in thousands).

Claims and Amount

Balance Changes in Claim Balance Due Within
June 30, 2004 Estimates Payments June 30, 2005 One Year
Property, casualty and general liability . . . $ 18,581 $ 7,642 $ 9,569 $ 16,654 $ 5,887
Workers’ compensation. ................ 221,767 53,566 44 969 230,364 35,708
Employee health benefits . .............. 66,428 759,178 747,395 78,211 78,211
Total self-insurance costs ........... $306,776 $820,386 $801,933 $325,229 $119,806

As of June 30, 2005, the Program held $107,704,000, in cash and investments designated for payments of these claims.
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13. Fund Equity:

The unrestricted net assets for governmental activities on the government-wide statement of net assets is $140,553,000.
This occurs because the State incurs debt for the purposes of capital acquisition and construction on behalf of local govern-
ments and private organizations. Since the incurrence of this debt does not result in capital assets of the State, the debt is not
reflected in the net asset category, invested in capital assets, net of related debt, but rather in the unrestricted net assets cat-
egory. As of June 30, 2006, the State has reported outstanding general obligation bonds and capital leases applicable to these
non-State projects of $3,197,742,000. Without State financing for these capital assets, the State would have reported unre-
stricted net assets of governmental activities in the amount of $3,338,295,000.

The statement of net assets for the primary government reports $2,051,392,000 of restricted net assets, including
$15,324,000 restricted by enabling legislation.

A portion of the general fund’s fund balance, in the amount of $805,495,000 as of June 30, 2006, has been reserved for the
State Reserve Fund. The State Reserve Fund is comprised of the Dedicated Purpose Account, Economic Development
Opportunities Program Account, Catastrophic Event Account, Revenue Stabilization Account and Joseph Fund Account with
balances as of June 30, 2006, of $25,575,000, $12,813,000, $8,310,000, $758,783,000, and $14,000, respectively. The Dedicated
Purpose Account is designed to retain appropriations for major multi-year expenditures and to meet contingency require-
ments. The Economic Development Opportunities Program Account is to be used for extraordinary economic development
opportunities and only as a supplement to existing programs. The Catastrophic Event Account is to be used to respond with-
out undue delay to a natural disaster or other catastrophic event that cannot be managed without appropriations. The
Revenue Stabilization Account is designed to retain State revenues for future needs and reduce the need for future tax
increases. The purpose of the Joseph Fund Account is to set aside reserves in time of economic prosperity to meet the emerg-
ing needs of economically disadvantaged citizens of the State.

A portion of the other governmental funds’ fund balance is reserved for sinking fund deposits of $4,497,000, set aside to
redeem the 2002 and 2005 Qualified Zone Academy Bonds due in 2016 and 2020, respectively. A portion of the general fund
unreserved fund balance is designated for fiscal year 2007 appropriations in the amount of $1,311,018,000. Portions of the
other governmental funds’ unreserved fund balance are designated for payment of the debt service on General Obligation
and Department of Transportation long-term debt in the amounts of $117,760,000 and $4,696,000, respectively. The undesig-
nated deficit fund balance in other governmental funds of $73,998,000 results from the reservation for encumbrances of
$417,294,000 for future construction projects in the capital projects fund.

The unrestricted deficit fund balance in other enterprise funds of $3,829,000 for the Economic Development Insurance
Programs occurred because of restrictions for insuring mortgages.

14. Segment Information:

The State’s Economic Development Loan Program contains two separately identifiable activities that have separately
issued revenue bonds outstanding; housing loans of the Community Development Administration and water quality loans
of the Maryland Water Quality Administration.

The Community Development Administration (CDA) has issued revenue bonds, the proceeds of which were used for
various mortgage loan programs. The assets of the loan program and revenues of each mortgage loan program are pledged
as collateral for the revenue bonds. The bond indentures require the CDA to separately account for the identifiable activi-
ty’s revenues, expenses, gains and losses, assets and liabilities.

The Maryland Water Quality Administration has issued revenue bonds to encourage capital investment for wastewater
and drinking water projects. These bonds are payable solely from, and secured by, the revenue, money or property of the
Maryland Water Quality Administration. The bond indentures require separate accounting for the identifiable activity’s rev-
enues, expenses, gains and losses, assets and liabilities.
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Summary financial information for the two loan programs is presented below.

Condensed Statement of Net Assets
As of June 30, 2006
(Expressed in Thousands)

Community Development Maryland Water Quality
Administration Administration
Assets:
Current restricted assets .. ................. $ 743,495 $ 30,580
Non-current restricted assets. . ............. 1,732,847 108,307
Totalassets ............ ...t 2,476,342 138,887
Liabilities:
Current liabilities . . ....................... 466,599 9,638
Non-current liabilities. .................... 1,663,933 70,112
Total liabilities. . ....................... 2,130,532 79,750
Net Assets:
Restricted. ............ ... ... ... 345,810 59,137
Totalnetassets ........................... $ 345,810 $ 59,137

Condensed Statement of Revenues, Expenses, and Changes in Net Assets
For the Year Ended, June 30, 2006
(Expressed in Thousands)

Community Development Maryland Water Quality
Administration Administration
Operating income (expenses):
Interest on loanincome . ................... $ 73,439 $ 3,793
Interest expense .......... ... ... ... (90,118) (3,675)
Other operating revenues ..................... 5,362 -0-
Other operating expenses .................. (17,522) (750)
Operatingloss ......................... (28,839) (632)
Non-operating revenues (expenses) ............ 16,753 (4,457)
Change innetassets ................... (12,086) (5,089)
Beginning netassets ................... 357,896 64,226
Ending netassets ................... $345,810 $59,137

Condensed Statement of Cash Flows
For the Year Ended, June 30, 2006
(Expressed in Thousands)

Community Development Maryland Water Quality
Administration Administration
Net cash provided (used) by:

Operating activities ....................... $ 16,286 $ 16,568

Non-capital financing activities ............. 65,297 (20,329)
Investing activities ........................ (96,867) 3,769
Beginning cash and cash equivalents .. .... 266,659 47
Ending cash and cash equivalents ...... $251,375 $ 55

15. Retirement Benefits:
State Retirement and Pension System of Maryland (System):

The State contributes to the System, an agent multiple-employer public employee retirement system established by the
State to provide pension benefits for State employees (other than employees covered by the Maryland Transit Administration
Pension Plan described below) and employees of 144 participating political subdivisions or other entities within the State.
The non-State entities that participate within the System receive separate actuarial valuations in order to determine their
respective funding levels and actuarial liabilities. Retirement benefits are paid from the System's pooled assets rather than
from assets relating to a particular plan participant. Consequently, the System is accounted for as a single plan as defined in
GASB Statement No. 25, “Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined
Contribution Plans.” The System prepares a separately audited Comprehensive Annual Financial Report, which can be
obtained from the State Retirement and Pension System of Maryland, 120 E. Baltimore Street, Suite 1600, Baltimore,

Maryland 21202-1600.
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Plan Description:

The System is administered in accordance with the State Personnel and Pensions Article of the Annotated Code of
Maryland and consists of several plans which are managed by the System’s Board of Trustees. All State employees and
employees of participating entities are covered by the plans.

“Retirement System” - retirement programs for substantially all State employees, teachers, State police and judges who
are not members of the State Pension System.

“Pension System” - retirement programs for employees and teachers hired after January 1, 1980, and prior employees
who elected to transfer from the Retirement System.

The System provides retirement, death and disability benefits in accordance with State statutes. Vesting begins after 5
years of service. A member terminating employment before attaining retirement age, but after completing 5 years of service
becomes eligible for a vested retirement allowance provided the member lives to age 60 (age 62 for the Pension System, age
50 for State police) and does not withdraw his or her accumulated contributions. Members of the Retirement System may
retire with full benefits after attaining the age of 60, or completing 30 years of service credit, regardless of age. Members of
the Pension Systems may retire with full benefits after attaining the age 62, or after completing 30 years of Service Credit,
regardless of age. State police members may retire with full benefits after attaining age 50, or completing 22 years of service
credit, regardless of age. Members of the Law Enforcement Officers System may retire with full benefits at age 50, or com-
pleting 25 years of service credit, regardless of age.

The annual benefit for Retirement System Members is equal to 1/55 (1.8%) of the member’s highest three-year average
salary multiplied by the number of years of service credit. A member may retire with reduced benefits after completing 25
years of service, regardless of age. Legislation enacted during the 1998 legislative session changed certain provisions of the
Pension Systems and provided for a contributory pension system and a non-contributory pension system. A member of the
contributory pension system will generally receive, upon retirement, an annual service retirement allowance equal to 1.2%
of the member’s highest three-consecutive year average salary multiplied by the number of years of service credit on or
before June 30, 1998, plus 1.4% of the highest three consecutive year average salary multiplied by the number of years of serv-
ice credit after June 30, 1998. The annual benefit for a non-contributory pension system member is equal to 0.8% of the mem-
ber’s highest three-consecutive year average salary multiplied by the number of years of service credit, with a provision for
additional benefits for compensation earned in excess of the Social Security wage base. A member of either type of pension
system may retire with reduced benefits after attaining age 55 and completing 15 years of service. On April 25, 2006, new
legislation was enacted with an effective date of July 1, 2006, that enhanced the pension benefits for active members, as of
June 30, 2006, of the Pension System. According to the State Employees and Teacher's Pension Enhancement Benefit Act of
2006, the annual service retirement allowance remains equal to 1.2% of average final compensation times service credit to
June 30, 1998 and increases to 1.8% of average final compensation times service credit from July 1, 1998 forward.

The annual retirement allowance for a State Police member is equal to 2.55% of the member’s highest three-year average
salary multiplied by each year of service up to a maximum of 28 years. The annual retirement allowance for a member of
the Law Enforcement Officers Pension System is 2.0% of the member’s highest three-consecutive year average salary multi-
plied by each year of service up to a maximum of 30 years. Neither the State Police Retirement System nor Law Enforcement
Officers Pension System provide for an early retirement.

Funding Policy:

The State’s required contributions are based upon actuarial valuations. Effective July 1, 1980, in accordance with the law
governing the Systems, all benefits of the System are funded in advance. The entry age normal cost method is the actuarial
cost method used to determine the employers’ contribution rates and the actuarial accrued liability. Members of the
Retirement System are required to contribute to the System a fixed percentage of their regular salaries and wages, 7.0% or
5.0% depending on the retirement plan selected. Members of the contributory pension system are required to contribute to
the System 2.0% of their regular salaries and wages. Members of the non-contributory pension system are required to con-
tribute to the System 5.0% of their regular salaries and wages that exceed the Social Security wage base. State Police mem-
bers are required to contribute 8.0% of their regular salaries and wages to the System. Members of the Law Enforcement
Officers Pension System are required to contribute 7% of earnable compensation, except that any member who had previ-
ously elected the 5% contribution/5% COLA option shall continue to contribute 5% of earnable compensation. All contri-
butions are deducted from each member’s salary, and the resulting payments are remitted to the System on a regular and
periodic basis. The contribution rate under the State Employees and Teacher's Pension Enhancement Benefit Act of 2006,
which becomes effective July 1, 2006, will increase to 3% of the members' earnable compensation for fiscal year 2007, 4% for
fiscal year 2008 and will be 5% of earnable compensation thereafter.

The contribution requirements of the System members, as well as the State and participating governmental employers,
are established and may be amended by the Board of Trustees for the System. Effective July 1, 2002, State law provides that
the contribution rates may be more or less than the actuarially determined rates for the Employees” Retirement and Pension
Systems and the Teachers” Retirement and Pension Systems. Contributions to these Systems are based on the Corridor
Funding Method which establishes a budgetary contribution rate. During fiscal year 2006, the State paid $652,251,000, of the
required contribution totaling $809,426,000 which was 7.0% of covered payroll and 80.6% of the required payment. The dif-
ference represents an additional pension cost liability in the government-wide statement of net assets. The State makes non-
employer contributions to the System for local school system teachers. The covered payroll amount includes amounts for
employees for whom the State pays retirement benefits, but does not pay the payroll.
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Annual Pension Cost and Net Pension Obligation:

The annual pension cost and net pension obligation as of June 30, 2006, are as follows (amounts expressed in thousands).

Teachers’ Employees’ Law
Retirement Retirement State Police Judges’ Enforcement
and Pension and Pension Retirement Retirement  Officers’” Pension
System System System System System
Annual required contribution ... $484,028 $269,698 $6,681 $14,442 $ 28,361
Interest on net pension
obligation.................. 6,153 15,517
Actuarial adjustment to
annual required contribution . (4,382) (11,052)
Annual pension cost ........... 485,799 274,163 6,681 14,442 28,361
Contributions made ............ 442,062 160,725 6,681 14,442 28,361
Increase in net pension obligation 43,737 113,438
Net pension obligation,
beginning of year ........... 79,394 200,224
Net pension obligation
endofyear ................ $123,131 $313,662 $ - $ - $ -

Three Year Historical Trend Information for the System is as follows (amounts expressed in thousands).

Annual Pension Cost
Fiscal Year Ended June 30,

Plan 2006 2005 2004

Teachers’ Retirement and Pension System ................... $ 485,799 $ 458,735 $ 452,380
Employees’ Retirement and Pension System ................ 274,163 246,709 173,908
State Police Retirement System ............................ 6,681 158 14,683
Judges” Retirement System ................................ 14,442 12,484 5,827
Law Enforcement Officers Pension System .................. 28,361 24,276 22,178

Percentage of Annual Pension Cost

Contributed

Fiscal Year Ended June 30,
Plan 2006 2005 2004
Teachers’ Retirement and Pension System ................... 91% 96% 93%
Employees’ Retirement and Pension System ................ 60 53 73
State Police Retirement System ............................ 100 100 100
Judges” Retirement System .................... ... ... ... .. 100 100 100
Law Enforcement Officers Pension System .................. 100 100 100

Net Pension Obligation

Fiscal Year Ended June 30,
Plan 2006 2005 2004
Teachers’ Retirement and Pension System ................... $123,131 $ 79,394 $59,113
Employees’ Retirement and Pension System ................ 313,662 200,224 82,083

State Police Retirement System ............................ - - -
Judges’ Retirement System ............................. ... - - -
Law Enforcement Officers Pension System .................. - - -
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The fiscal year 2006 net pension obligations were determined as a part of an actuarial valuation as of June 30, 2006. The
fiscal year 2006 annual pension cost was determined as a part of an actuarial valuation as of June 30, 2004. The significant
actuarial assumptions listed below were used for all plans.

Valuation method ................ ... ... ... ... ... Entry Age Normal Cost Method
Cost method of valuing assets ..................... Smoothing (differences in experienced and assumed return)
Rate of return on investments ..................... 7.75%
Rate of salary increase ............................ Varies
Projected inflation rate 3.0%; general wage inflation is 4% which includes the 3%
inflation assumption
Post retirement benefit increase .................... 3.0-4.0%
Amortization method ............... ... ... ... Level Percent of Payroll
Remaining amortization period .................... 14 years as of June 30, 2006 for prior UAAL
New layer as of June 30,2001 .................. 20 years as of June 30, 2006 for new UAAL
New layer as of June 30,2002 .................. 21 years as of June 30, 2006 for new UAAL
New layer as of June 30,2003 .................. 22 years as of June 30, 2006 for new UAAL
New layer as of June 30,2004 .................. 23 years as of June 30, 2006 for new UAAL
New layer as of June 30,2005 .................. 24 years as of June 30, 2006 for new UAAL
New layer as of June 30,2006 .................. 25 years as of June 30, 2006 for new UAAL
Status of period (OpenorClosed) .................. Closed

Maryland Transit Administration Pension Plan (Plan):

The Plan is a single employer non-contributory plan, which covers all Maryland Transit Administration (Administration)
employees covered by a collective bargaining agreement and all those management employees who were employed by the
Baltimore Transit Company. In addition, employees who enter the management group as a result of a transfer from a posi-
tion covered by a collective bargaining agreement maintain their participation. For the year ended June 30, 2006, the
Administration's covered and total payroll was $128,806,000. The Plan is administered and funded in compliance with the
collective bargaining agreements, which established the Plan.

Plan Description:

The Plan provides retirement, normal and early, death and disability benefits. Members may retire with full benefits at
age 65 with five years of credited service or age 52 with 30 years of credited service. The annual normal retirement benefit
is 1.4% (1.3% prior to September 8, 2002) of final average compensation multiplied by credited service, with minimum and
maximum benefit limitations. Participants are fully vested after five years of credited service.

As of June 30, 2006, membership in the Plan includes 1,214 retirees and beneficiaries currently receiving benefits, 476 ter-
minated members entitled to, but not yet receiving benefits, and 2,641 current active members. There were no investments
in, loans to, or leases with parties related to the Plan. There were no Plan investments representing 5 percent or more of total
Plan assets.

Funding Policy:
The Administration’s required contributions are based on actuarial valuations. The entry age normal cost method is the

actuarial cost method used to determine the employer’s contribution rates and the actuarial accrued liability. All adminis-
trative costs of the Plan are paid by the Plan.

Employer contributions to the Plan totaling $20,435,000 (15.9% of covered payroll) for fiscal year 2006 were made in accor-
dance with actuarially determined contribution requirements based on an actuarial valuation performed as of June 30, 2005.
This amount consisted of $3,482,000 normal cost and $16,953,000 amortization of the actuarial accrued liability (2.7% and
13.2%, respectively, of covered payroll).

The liquidation period for the actuarial accrued liabilities, as provided by law, is 13 years from June 30, 2006.

Significant actuarial assumptions used to compute contribution requirements are the same as those used to compute the
annual pension cost and net pension obligations. The computation of the annual required contribution for fiscal year 2006
was based on the same actuarial assumptions, benefit provisions, actuarial funding method and other significant factors used
to determine pension contribution requirements in the previous year.

Annual Pension Cost and Net Pension Obligation:
The Administration’s annual pension costs for the fiscal years ending June 30, 2006, 2005, and 2004 were $20,435,000,
$19,695,000 and $19,187,000, respectively.

The Administration contributed 100% of the annual pension cost for each of the fiscal years ended June 30, 2006, 2005 and
2004 for the Plan. Accordingly, the Administration’s net pension obligation was zero as of June 30, 2006, 2005 and 2004 for
the Plan.
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The fiscal year 2006 net pension obligations were determined as a part of an actuarial valuation as of June 30, 2006. The
fiscal year 2006 annual pension cost was determined as a part of an actuarial valuation as of June 30, 2005. The significant
actuarial assumptions listed below were used for the Plan.

Valuationmethod ............... ... ... .. ..., Entry Age Normal Cost Method

Cost method of valuing assets ..................... Smoothing

Rate of return on investments ..................... 8.0% Compounded per Annum

Projected inflationrate ................... ... ..., 5.0%

Rate of salary increase ............................ 3.0% Compounded per Annum
Postretirement benefit increase .................... 3.0% of original benefit amount
Amortizationmethod ............. ... ... ... Level dollar annual installments
Remaining amortization period .................... 13 years from June 30, 2006 for prior UAAL
New amortization period ......................... 21 years from June 30, 2006 for new UAAL
Status of period (Openor Closed) .................. Closed

During fiscal year 2006, there were no changes in actuarial assumptions or benefit provisions from 2005 that significant-
ly affected the valuation of the annual pension cost and net pension obligation. No significant changes in these assumptions
are planned in the near term.

Post Retirement Benefits:

The State also provides, in accordance with State Merit System Laws, post employment health care benefits to retired
employees and their dependents (generally employees who retired before July 1, 1984, employees who retired on or after July
1, 1984, with at least 5 years of creditable service and employees who receive disability retirement allowances or special death
benefits). The State subsidizes approximately 50% to 85% of retiree costs to cover medical and hospitalization costs, depend-
ing on the type of insurance plan. The State assesses a surcharge for post employment health care benefits, which is based
on health care insurance charges for current employees. During fiscal year 2006, retiree health care benefits paid by the State
totaled $236,328,000. Costs are recognized as they are paid. There are 33,953 participants currently receiving benefits. During
fiscal year 2006, the State of Maryland received $10,554,000 from the federal government for Medicare part D payments. See
Footnote 1 concerning implementation of GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits other than Pensions.

Deferred Compensation Plan (Plan):

The State offers its employees a deferred compensation plan (Plan) created in accordance with Internal Revenue Code
Sections 457, 403(b), 401(a) and 401(k). The Plan, available to eligible State employees, permits participants to defer a por-
tion of their salary until future years. Participation in the Plan is optional. The deferred compensation is not available to
employees until termination, retirement, death or unforeseeable emergency. State law provides that the Governor appoint
the nine member Board of Trustees of the State's Supplemental Retirement Systems. The Board is responsible for the imple-
mentation, maintenance and administration of the Plan.

The State of Maryland Match Plan and Trust was established by the State on July 1, 1999. The plan is designed to be a
tax-qualified 401(a) defined contribution matching plan under Internal Revenue Code section 401(a). Under plan provisions,
the State contributes to each participant’s account an amount equal to each participant’s contributions to the State’s
Supplemental Retirement Plans during the same plan year. For State fiscal years 2000 and 2001 the maximum amount con-
tributed to this plan for each participant was $600. The $600 maximum contribution for each participant was reduced to $500
for state fiscal year 2002. The Governor proposed and the State Legislature approved the elimination of the State's matching
contribution to the Plan for each participant for the fiscal years beginning July 1, 2003 and July 1, 2004. The matching state
contribution was reinstated for a maximum of $400 for the fiscal year beginning July 1, 2005. An employee’s interest in
his/her account is fully vested at all times. The match program continues to be established and funded in statute.
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16. Commitments:

The State’s governmental funds lease office space under various agreements that are accounted for as operating leases.
Many of the agreements contain rent escalation clauses and renewal options. Rent expenditures for fiscal year 2006 were
approximately $56,811,000. Future minimum rental payments for noncancelable leases of more than one year as of June 30,
2006, are as follows (amounts expressed in thousands).

Years ending June 30, Amounts
2007, $ 55,223
2008. .. 49,606
2009, .o 41,760
2000, .o 34,663
2000, . 25,104
2012-2016. . oo 37,999
2017-2021 . .o 526

Total ... .. $244,881

As of June 30, 2006, the governmental funds, other than the Department of Transportation, had commitments of approxi-
mately $186,325,000 and $25,273,000, for the completion of projects under construction and for service contracts, respectively.

As of June 30, 2006, the Department of Transportation and Maryland Transportation Authority had commitments of
approximately $2,238,983,000 and $533,000,000 respectively, for construction of highway and mass transit facilities.

Approximately 35% of future expenditures related to the Department of Transportation commitments are expected to be
reimbursed from proceeds of approved Federal grants when the actual costs are incurred. The remaining portion will be
funded by other financial resources of the Department of Transportation.

The Department of Transportation, as lessor, leases space at various marine terminals, airport facilities and office space
pursuant to various non-cancelable operating leases with scheduled rent increases . Minimum future rental revenues are as
follows (amounts expressed in thousands).

Years Ending June 30, Amounts
2007 . e $146,679
2008, . 136,895
2000, . 102,129
2000, 79,407
200 . 40,219
201222016 ot 153,869

Total ..o $659,198

The cost and accumulated depreciation of the assets as of June 30, 2006, are $1,372,645,000 and $383,290,000, respectively.

Total minimum future rental revenues do not include contingent rentals that may be received under certain concession
leases on the basis of a percentage of the concessionaire's gross revenue in excess of stipulated minimums. Rental revenue
was approximately $129,485,000 for the year ended June 30, 2006.

As of June 30, 2006, the Maryland State Lottery Agency had commitments of approximately $125,817,000, for services to
be rendered relating principally to the operation of the lottery game.

As of June 30, 2006, several enterprise fund loan programs within the Department of Business and Economic
Development had committed to lend a total of $56,005,000 in additional loans, i.e., the Maryland Economic Development
Assistance Authority Fund, $32,115,000, Maryland Economic Development Opportunities Program Fund, $23,459,000, and
Maryland Economic Adjustment Fund, $431,000. The State Funded Loan Programs and Maryland Water Quality
Administration, enterprise fund loan programs, committed to provide $66,546,000 and $208,341,000 in loans, respectively.
The Community Development Administration, also an enterprise fund loan program, has $328,790,000 of revenue bonds out-
standing that are not included in the financial statements of the Administration because the bonds are not guaranteed by the
State or any other program of the State or any political subdivision. The revenue bonds are secured solely by the individual
multi-family project properties, related revenues, applicable credit enhancements, or investments equal to the debt out-
standing.

Pursuant to legislation enacted by the Maryland General Assembly in April, 1996, the Maryland Stadium Authority is
required to pay $2,400,000 per year into the Public School Construction Fund over ten years, subject to availability of funds,
beginning in fiscal year 2001. Payment for fiscal year 2006 was required and paid.

As of June 30, 2006, the higher education fund had commitments of approximately $315,059,000 for the completion of
projects under construction.
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17. Contingencies:

The State is party to legal proceedings that normally occur in governmental operations. The legal proceedings are not, in
the opinion of the Attorney General, likely to have a material, adverse impact on the financial position of the State as a whole.

As of June 30, 2006, economic development loan programs were contingently liable to financial institutions for $7,040,000
for the repayment of loans for small businesses. Non-major enterprise funds were contingently liable as insurers of
$325,582,000 of $477,179,000 mortgage loans made by public and private lenders. Non-major component units were contin-
gently liable as insurers of $31,774,000 of $498,072,000 economic development and growth bonds issued by financial institu-
tions.

As of June 30, 2006, there were approved economic development bonds pending settlement which were insured by non-
major component units for $3,444,000.

The State receives significant financial assistance from the U.S. Government. Entitlement to the resources is generally
conditioned upon compliance with terms and conditions of the grant agreements and applicable Federal regulations, includ-
ing the expenditure of the resources for eligible purposes. Substantially all grants are subject to financial and compliance
audits by the grantors. Any disallowances as a result of these audits become a liability of the fund which received the grant.
As of June 30, 2006, the State estimates that no material liabilities will result from such audits.

18. Tobacco Settlement:

Legislation enacted by the 1999 General Assembly established the Cigarette Restitution Fund for all revenues received
from any judgment against or settlement with the tobacco industry. Expenditures from the fund are made by an appropria-
tion in the annual State budget. The law provides that at least 50% of the appropriations shall be made for tobacco or health
related purposes and the remaining appropriations may be for any public purpose. During the 2002 legislative session, leg-
islation was enacted providing that for each of fiscal years 2003 through 2006, at least 25% of the appropriations shall be made
for the Maryland Medical Assistance Program (Medicaid); the 2005 legislative session increased that percentage to 30% for
each year for which appropriations are made. During the 2003 legislative session, legislation was enacted requiring that .15%
of the fund be appropriated for enforcing the escrow requirements for nonparticipating tobacco product manufacturers.
Transfers of $122,705,000 were made from the proceeds in the Cigarette Restitution Fund for fiscal year 2006 expenditure of
appropriations.

As part of the Master Settlement Agreement between the states and the tobacco companies, Maryland’s share during fis-
cal year 2006 was $139,706,000, including the award from the arbitration panel for attorney fees. This amount does not
include $18,392,000, the tobacco companies paid to the disputed account pending the outcome of litigation. Pursuant to a set-
tlement between the State and legal counsel resolving all disputes, $29,873,000 was disbursed to legal counsel in fiscal year
2006.

It is estimated that the payments made to the State pursuant to the Master Settlement over the next nine years will total
$1.5 billion. The actual amount paid each year, however, will reflect adjustments for inflation and cigarette shipment vol-
ume. In addition, the State expects to receive $61,099,000 during that same period pursuant to an award for attorney fees by
the national arbitration panel.

19. Landfill Closure and Postclosure Care Costs:

State and Federal laws require the Maryland Environmental Service (the Service) to cover the Midshore Regional Landfill
(Midshore), which the current cell is expected to close in September 2007, and to perform certain maintenance and monitor-
ing functions at the Midshore and Easton Landfill (Easton) sites for thirty years after closure. Although closure and post-
closure care costs at Midshore will be paid near or after the date the landfill stops accepting waste, the Service reports a por-
tion of these closure and postclosure care costs as a liability based upon the estimated useful life of the landfill. Midshore's
current cells are approximately 92% filled as of June 30, 2006. Total closure and postclosure care costs for the landfill is cur-
rently estimated to be $10,067,000, as determined through engineering studies and $9,216,000 has been recognized as a lia-
bility in the June 30, 2006 Combining Statement of Net Assets, Non-Major Component Units. Actual costs may be subject to
change due to inflation, deflation, technology, and changes in applicable laws and regulations.

A receivable from project participants corresponding to the accrued liability has also been recorded.

The Service will construct and bring on line by July 2008 an additional cell in order to extend the life of the landfill to
December 2010. Closure and postclosure cost will be adjusted in the future to include this increase in capacity.

Under Federal regulations, the Service has satisfied its financial assurance requirements based upon the local government
financial ratio tests of the project participants as of June 30, 2005. The Service expects to satisfy these requirements as of June
30, 2006, using the same criteria.
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STATE OF MARYLAND

Reconciliation of the Budgetary General and Special Fund, Fund Balances

to the GAAP General and Special Revenue Fund, Fund Balances
June 30, 2006
(Expressed in Thousands)

General Special
Amount in budgetary funds, fund balance (page 85) .............. ... ... ... .. $2,322,049 $1,552,313
Budgetary special funds reclassified to the general fund ..................... 800,370 (800,370)
Budgetary special funds reclassified to other funds ......................... (476,503)
Other non-budgetary funds reclassified to governmental funds ............... 103,474 3,184
Total of budgetary fund balances reclassified into the governmental
funds' fund structure . .......... . 3,225,893 278,624
Accounting principle differences:
Assets recognized in the governmental funds financial statements
not recognized for budgetary purposes:
Cash ... 30,162 26,422
Investments . ...... ... (17,155)
Taxes receivable ... ... . 99,440 2,776
Intergovernmental receivables .......... .. ... . o o ool 60,840
Other accounts receivable .............. .. i 168,355 243
Prepaiditems ...... ... ... (137,500)
Inventories . ... e 24,058 68,156
Due fromother funds . ....... ... . . . 18,895
Liabilities recognized in the governmental funds financial
statements not recognized for budgetary purposes:
Salaries payable ......... ... ... ... 106,496
Accounts payable and accrued liabilities .................. ... ... ... (59,250) (2,217)
Duetootherfunds ......... .. ... i i (4,030) (9,712)
Deferred revenue .. .......... . 41,921
Accrued self insurance Costs . ... i (6,676)
Financial statement governmental funds' fund balances,
June 30,2006 (Page 26) . . ..ot $3,532,554 $ 383,187

See accompanying Notes to Required Supplementary Information.
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STATE OF MARYLAND

Required Supplemental Schedule of Funding Progress for

Pension and Retirement System

(Expressed in Thousands)

(Unfunded AAL)
Actuarial Actuarial Actuarial (Unfunded AAL) /Excess
Valuation Value of Accrued /Excess of asa
Date Plan Liability (AAL) Assets Funded Covered Percentage of
June 30, Assets Entry Age over AAL Ratio Payroll (1)  Covered Payroll (2)
TEACHERS RETIREMENT AND PENSION SYSTEM
2006 $21,575,451 $25,617,484 $(4,042,033) 84.22% $5,269,185 (76.71)%
2005 20,801,529 23,305,198 (2,503,669) 89.26 4,867,396 (51.44)
2004 20,155,415 21,724,178 (1,568,763) 92.78 4,543,444 (34.53)
2003 19,626,676 21,152,063 (1,525,387) 92.79 4,522,202 (33.73)
2002 19,424,000 21,117,046 (1,693,046) 91.98 4,323,053 (39.16)
2001 19,182,750 20,126,943 (944,193) 95.31 3,994,201 (23.64)
EMPLOYEES RETIREMENT AND PENSION SYSTEM
2006 $12,287,942 $15,291,091 $(3,003,149) 80.36% $3,793,125 (7917)%
2005 11,855,673 13,671,756 (1,816,083) 86.72 3,537,602 (51.34)
2004 11,514,655 12,621,578 (1,106,923) 91.23 3,337,542 (33.17)
2003 11,244,008 12,083,197 (839,189) 93.05 3,424,054 (24.51)
2002 11,162,265 11,385,749 (223,484) 98.04 3,356,671 (6.66)
2001 11,021,958 10,789,907 232,051 102.15 3,084,859 7.52
STATE POLICE RETIREMENT SYSTEM
2006 $ 1,301,877 $ 1,325,875 $  (23,998) 98.19% $ 80,649 (29.76)%
2005 1,289,345 1,284,950 4,395 100.34 76,463 5.75
2004 1,287,981 1,200,605 87,376 107.28 76,445 114.30
2003 1,285,201 1,062,383 222,818 120.97 80,839 275.63
2002 1,300,402 1,030,575 269,827 126.18 83,142 324.54
2001 1,305,556 993,847 311,709 131.36 79,383 392.66
JUDGES RETIREMENT SYSTEM
2006 $ 273,679 $ 352,537 $ (78,858) 77.63% $ 35939 (219.42)%
2005 260,125 328,033 (67,908) 79.30 33,074 (205.32)
2004 250,272 312,285 (62,013) 80.14 32,937 (188.28)
2003 240,207 279,008 (38,801) 86.09 33,167 (116.99)
2002 234,558 267,532 (32,974) 87.67 31,824 (103.61)
2001 229,022 254,913 (25,891) 89.84 30,554 (84.74)
LAW ENFORCEMENT OFFICERS' PENSION SYSTEM
2006 $ 352415 $ 649,825 $ (297,410) 54.23% $ 106,669 (278.82)%
2005 310,087 537,736 (227,649) 57.67 87,220 (261.01)
2004 271,587 454,815 (183,228) 59.71 77,369 (236.82)
2003 225,111 382,287 (157,176) 58.89 69,470 (226.25)
2002 191,100 312,058 (120,958) 61.24 65,916 (183.50)
2001 165,678 290,504 (124,826) 57.03 60,438 (206.54)
LOCAL FIRE AND POLICE SYSTEM
2006 $ 3,061 $ 6,680 $ (3,019 54.81% $ 2,009 (150.27)%
2005 2,741 5,777 (3,036) 47.45 2,005 (151.42)
2004 4,747 12,243 (7,496) 38.77 1,744 (429.82)
2003 10,262 15,663 (5,401) 65.52 4,686 (115.26)
2002 10,938 18,324 (7,386) 59.69 7,188 (102.75)
2001 9,814 13,828 (4,014 70.97 5,601 (71.67)
TOTAL OF ALL PLANS
2006 $ 35,795,025 $43,243,492 $(7,448,467) 82.78% $9,287,576 (80.20)%
2005 34,519,500 39,133,450 (4,613,950) 88.21 8,603,760 (53.63)
2004 33,484,657 36,325,704 (2,841,047) 92.18 8,069,481 (35.21)
2003 32,631,465 34,974,601 (2,343,136) 93.30 8,134,418 (28.81)
2002 32,323,263 34,131,284 (1,808,021) 94.70 7,867,794 (22.98)
2001 31,914,778 32,469,942 (555,164) 98.29 7,255,036 (7.65)

(1) Covered payroll includes the payroll cost of those participants for which the State pays the retirement contribution but
does not pay the participants' payroll cost. Starting with the year ending June 30, 2003, disclosure, the covered payroll

has been restated to show actual salaries reported for valuation purposes, prior to any adjustments.

(2) (Unfunded AAL)/ excess assets over AAL as a percentage of covered payroll.
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STATE OF MARYLAND

Required Supplemental Schedule of Funding Progress for
Maryland Transit Administration Pension Plan
(Expressed in Thousands)

Actuarial Actuarial Actuarial Unfunded Unfunded AAL
Valuation Value of Accrued Actuarial asa
Date Plan Liability Accrued Funded Covered Percentage of
June 30, Assets Entry Age Liability Ratio Payroll Covered Payroll
2006 $112,230 $300,869 $188,639 37.3% $128,806 146.5%
2005 101,810 261,536 159,726 38.9 121,415 131.6
2004 95,219 260,422 165,203 36.6 126,169 130.9
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STATE OF MARYLAND

Notes to Required Supplementary Information
For the Year Ended June 30, 2006

1. Budgeting and Budgetary Control:

The Maryland Constitution requires the Governor to submit to the General Assembly an annual balanced budget for the
following fiscal year. This budget is prepared and adopted for the General Fund, which includes all transactions of the State,
unless otherwise directed to be included in another fund and the Special Fund, which includes the transportation activities
of the State, fishery and wildlife funds, shared taxes and payments of debt service on general obligation bonds. In contrast,
the GAAP special revenue fund includes only the operations (other than debt service and pension activities) of the Maryland
Department of Transportation. The budgetary Federal fund revenue and expenditures are included in the GAAP General
and Special Funds as federal revenues and expenditures by function. An annual budget is also prepared for the Federal
Fund, which accounts for substantially all grants from the Federal government, and the current unrestricted and restricted
funds of the Universities and Colleges. In addition to the annual budget, the General Assembly adopts authorizations for
the issuance of general obligation bonds. The expenditures of the resources obtained thereby are accounted for in the capi-
tal projects fund.

All State budgetary expenditures for the general, special and federal funds are made pursuant to appropriations in the
annual budget, as amended from time to time, by budget amendments. The legal level of budgetary control is at the pro-
gram level for the general, special and federal funds. State governmental departments and independent agencies may, with
the Governor's approval, amend the appropriations by program within the budgetary general fund, provided they do not
exceed their total general fund appropriations as contained within the annual budget. Increases in the total general fund
appropriations must be approved by the General Assembly. For the fiscal year ended June 30, 2006, the General Assembly
approved a net increase in General Fund appropriations of $182,347,000. Appropriations for programs funded in whole or
in part from the special or federal funds may permit expenditures in excess of original special or federal fund appropriations
to the extent that actual revenues exceed original budget estimates and such additional expenditures are approved by the
Governor. Unexpended appropriations from the general fund may be carried over to succeeding years to the extent of
encumbrances, with all other appropriations lapsing as of the end of the fiscal year. Unexpended appropriations from spe-
cial and federal funds may be carried over to the extent of (a) available resources, and (b) encumbrances. The State's account-
ing system is maintained by the Comptroller in compliance with State Law and in accordance with the State's Budgetary
Funds. It controls expenditures at the program level to ensure legal compliance. The “Agency Appropriation
Unencumbered Balance Report,” which is available for public inspection at the Office of the Comptroller, provides a more
comprehensive accounting of activity on the basis of budgeting at the legal level of budgetary control.

The original and amended budget adopted by the General Assembly for the general, special and federal funds is pre-
sented in the Schedule of Revenues, Expenditures and Encumbrances, and Changes in Fund Balances - Budget and Actual -
for the year ended June 30, 2006. The State's budgetary fund structure and the basis of budgeting, which is the modified
accrual basis with certain exceptions, differs from that utilized to present financial statements in conformity with generally
accepted accounting principles. The budgetary system's principal departures from the modified accrual basis are the classi-
fication of the State's budgetary funds and the timing of recognition of certain revenues and expenditures. A summary of
the effects of the fund structure differences and exceptions to the modified accrual basis of accounting, as of June 30, 2006, is
provided in the “Reconciliation of the Budgetary General and Special Fund, Fund Balances to the GAAP General and Special
Revenue Fund, Fund Balances” immediately following the budgetary schedule.
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STATE OF MARYLAND

Non-Major Governmental Funds

Debt Service Funds

General Obligation Bonds, Debt Service Fund: Transactions related to resources obtained and used for the

payment of interest and principal on general long-term debt obligations are accounted for in the general obli-
gation bonds debt service fund.

Transportation Bonds, Debt Service Fund: Transactions related to resources obtained and used for the pay-
ment of interest and principal on transportation long-term debt obligations are accounted for in the transporta-
tion bonds debt service fund.

Capital Projects Fund

Transactions related to resources obtained and used for the acquisition, construction or improvement of cer-
tain capital facilities, including those provided to political subdivisions and other public organizations are
accounted for in the capital projects fund. Such resources are derived principally from proceeds of general obli-
gation bond issues, Federal grants and operating transfers from the State's general fund. The State enters into

long-term contracts for construction of major capital projects and records the related commitments as encum-
brances.
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STATE OF MARYLAND

Combining Balance Sheet
Non-major Governmental Funds
June 30, 2006
(Expressed in Thousands)

Debt Service Funds Total
General Capital Non-major
Obligation Transportation  Projects Governmental
Bonds Bonds Fund Funds
Assets:
Cash and cash equivalents ............................. $102,579 $102,579
Cash and cash equivalents - restricted ................... $ 938 938
Cash with fiscal agent - restricted ....................... 5,371 60 5,431
Investments - restricted . ........... ... ... .. ... 3,758 3,758
Taxes receivable, net ........... ... ... ... .. .. .. .. ... ... 14,578 14,578
Other receivables ........ ... ... ... . i, 304 $ 32 336
Due fromotherfunds ............. ... ... ... ... ..... 323,864 323,864
Loans and notes receivable, net ......................... 7,539 7,539
Loans and notes receivable - restricted .................. 6,674 6,674
Total @ssets .........coiiiiini i $130,371 $4,756 $ 330,570 $465,697
Liabilities:
Vouchers payable ................ ... ... ool $ 64,327 $ 64,327
Accounts payable and accrued liabilities ................. 25,785 25,785
Accounts payable to political subdivisions ............... 12,944 12,944
Deferred revenue ..............coo i, $ 101 101
Matured bonds and interest coupons payable ............ 912 $ 60 972
Total liabilities . ... ...t 1,013 60 103,056 104,129
Fund balances:
Reserved for:
Encumbrances . .............. 417,294 417,294
Loans and notes receivable . . ......................... 7,101 6,674 13,775
Debt Service . .. .ot 4,497 4,497
Unreserved:
Undesignated (deficit) ...................... ... ... 117,760 4,696 (196,454) (73,998)
Total fund balances .............. ... .. ... ....... 129,358 4,696 227,514 361,568
Total liabilities and fund balances ................. $130,371 $4,756 $ 330,570 $465,697
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STATE OF MARYLAND

Combining Statement of Revenues
Expenditures, Other Sources and Uses of
Financial Resources and Changes in Fund Balances
Non-major Governmental Funds
For the Year Ended June 30, 2006
(Expressed in Thousands)

Debt Service Funds Total
General Capital ~ Non-major
Obligation =~ Transportation Projects Governmental
Bonds Bonds Fund Funds
Revenues:
Othertaxes .........oiiiii i $584,602 $ 584,602
Interest and other investment income ................... 623 $ 112 $ 8,716 9,451
Other ... 99 99
Totalrevenues . .......... ..o, 585,324 112 8,716 594,152
Expenditures:
Education ............iiiii 221,054 221,054
Aid to higher education ............................... 184,983 184,983
Intergovernmental grants and revenue sharing ........... 187,560 187,560
Capital outlays ................. ...l 106,094 106,094
Debt service:
Principal retirement ............... ... ... ... oL 393,355 92,280 485,635
Interest . ... 230,475 49,803 280,278
Bond issuance costs . ......... . 1,412 1,412
Total expenditures ............... ... ... .o 623,830 142,083 701,103 1,467,016
Deficiency of revenues under expenditures ........ (38,506) (141,971) (692,387) (872,864)
Other sources (uses) of financial resources :
Bondsissued .......... ... . 750,000 750,000
Bond premium .............. o oo 49,455 3,694 1,638 54,787
Transfersin . ..... ...t 30,883 141,217 148,730 320,830
Transfers out .. ......coouuii i (38,573) (64,142) (102,715)
Total other sources of financial resources ............ 41,765 144,911 836,226 1,022,902
Net change in fund balances ..................... 3,259 2,940 143,839 150,038
Fund balances, beginning of theyear ...................... 126,099 1,756 83,675 211,530
Fund balances, end of theyear ........................... $129,358 $ 4,69 $227514 $ 361,568
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STATE OF MARYLAND

Non-major Enterprise Funds

Transactions related to commercial types of activities operated by the State are accounted for in the enter-
prise funds. The non-major enterprise funds consist of the economic development insurance programs of the
Department of Housing and Community Development and Maryland Correctional Enterprises, which utilizes
inmate labor from State correctional institutions to manufacture goods, wares and merchandise to be sold to
State agencies, political subdivisions and charitable, civic, educational, fraternal or religious associations or
institutions.
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STATE OF MARYLAND

Combining Statement of Net Assets

Non-major Enterprise Funds

June 30, 2006

(Expressed in Thousands)

Economic Total
Development Maryland Non-major
Insurance Correctional Enterprise
Programs Enterprises Funds
Assets -
Current assets:
Cash and cash equivalents ........................... $ 10 $ 10
Other accounts receivable .. .......................... 6,721 6,721
Due fromotherfunds ............................... $106,429 8,143 114,572
Inventories ............ . ... 7,780 7,780
Loans and notes receivable, net ....................... 150 150
Other assets . ....oovviii e 830 102 932
Total currentassets .............c..viiiiiiinain.. 107,409 22,756 130,165
Non-current assets:
Investments . ........ ... 980 980
Loans and notes receivable, net ....................... 440 440
Capital assets, net of accumulated depreciation:
Structures and improvements ...................... 446 446
Equipment ...... ... ... .. 5,074 5,074
Infrastructure ......... ... ..t 87 87
Total non-current assets ......................... 1,420 5,607 7,027
Total assets ...........coiiiiiiiiininna... 108,829 28,363 137,192
Liabilities -
Current liabilities:
Accounts payable and accrued liabilities ............... 191 1,425 1,616
Accrued insurance on loanlosses ..................... 7,501 7,501
Other liabilities .......... ..., 461 600 1,061
Unearned revenue ................oueiueeinneinnnnn. 1,012 492 1,504
Total current liabilities .. ......................... 9,165 2,517 11,682
Non-current liabilities:
Other liabilities .............c . 1,105 508 1,613
Total non-current liabilities ...................... 1,105 508 1,613
Total liabilities . ............ ... ... i, 10,270 3,025 13,295
Net Assets -
Invested in capital assets,
netofrelateddebt .......... ... . ... ... ... ... 5,607 5,607
Restricted for insurance programs .................... 102,388 102,388
Unrestricted (deficit) ...t (3,829) 19,731 15,902
Total netassets ..............coiiiiiinin.... $ 98,559 $25,338 $123,897

96



STATE OF MARYLAND

Combining Statement of Revenues, Expenses
and Changes in Fund Net Assets
Non-major Enterprise Funds
For the Year Ended June 30, 2006
(Expressed in Thousands)

Economic Total
Development Maryland Non-major
Insurance Correctional Enterprise
Programs Enterprises Funds
Operating revenues:
Charges for servicesand sales ............................... $ 2,030 $42,819 $ 44,849
Intereston loan income . . ...t 553 553
Other .. 2 2
Total operating revenues . ..................... ... ... 2,585 42,819 45,404
Operating expenses:
Cost of sales and SEIvices . .........coviiiiiriiennennannnnn.. 33,852 33,852
General and administrative ............... .. ..., 2,890 6,514 9,404
Depreciation and amortization .............................. 1,178 1,178
Reduction in provision for insurance on loan losses ............ (2,879) (2,879)
Total operating expenses . .............. ... ... ... 11 41,544 41,555
Operating income ............ ...t 2,574 1,275 3,849
Nonoperating revenues:
Restricted investmentincome ................ ... ..., 4,100 4,100
Other .. 4 4
Total nonoperating revenues ............................ 4,100 4 4,104
Income before transfers . .......... ... .. .. . . ... 6,674 1,279 7,953
Transfers Out ... ....oot i (1,000) (1,000)
Changeinnetassets .................. ..., 6,674 279 6,953
Total net assets - beginning of theyear ......................... 91,885 25,059 116,944
Total net assets -end of theyear ............................... $98,559 $25,338 $123,897
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STATE OF MARYLAND

Combining Statement of Cash Flows
Non-major Enterprise Funds
For the Year Ended June 30, 2006
(Expressed in Thousands)

Economic Total
Development Maryland Non-major
Insurance Correctional Enterprise
Programs Enterprises Funds
Cash flows from operating activities:
Receipts from customers .................... ... $1,874 $ 41,565 $ 43,439
Payments to suppliers ............. ...l (28,313) (28,313)
Payments to employees .............. ... i (2,302) (12,020) (14,322)
Other receipts (payments) ................... ... ... (3,797) 466 (3,331)
Net cash provided (used) by operating activities ........... (4,225) 1,698 (2,527)
Cash flows from noncapital financing activities:
Transfers out ........ .o (1,000) (1,000)
Net cash used by noncapital financing activities ........... (1,000) (1,000)
Cash flows from capital and related financing activities:
Acquisition of capital assets .................. ... ... (698) (698)
Net cash used in capital and related financing activities .. .. (698) (698)
Cash flows from investing activities:
Interest on investments . ............ ... ... . ... 4,225 4,225
Net cash provided by investing activities ................. 4,225 4,225
Net change in cash and cash equivalents................ - - -
Balance - beginning of theyear ........................ 10 10
Balance -end of theyear.............................. $ - $ 10 $ 10

Reconciliation of operating income to net cash provided
(used) by operating activities:
Operatingincome ................ ... $2,574 $ 1,275 $ 3,849
Adjustments to reconcile operating income to net cash
provided (used) by operating activities:

Depreciation and amortization .......................... 1,178 1,178
Effect of changes in non-cash operating assets and liabilities:
Other accounts receivable ............... .. ... .o i, (1,746) (1,746)
Due from other funds .......... ... ... .. i il (3,366) 466 (2,900)
Inventories ..........c.o.iii i (305) (305)
Loans and notes receivable . ............. ... ... . oL 54 54
Other assets . .. ......uuu e 552 108 660
Accounts payable and accrued liabilities .................... (14) 93 79
Accrued insurance on loan losses ................ . ... ..., (3,750) (3,750)
Unearned revVenue . ............coouuiineeeniinneeeennnn.. (152) 492 340
Other liabilities .. ... e (123) 137 14
Net cash provided (used) by operating activities ............... $(4,225) $ 1,698 $ (2,527)
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STATE OF MARYLAND

Fiduciary Funds

The Pension and Other Employee Benefits Trust Funds include the State Retirement and Pension System of
Maryland, the Maryland Transit Administration Pension Plan, and the Deferred Compensation Plan. The Trust
Funds reflect the transactions, assets, liabilities and fund equities of the plans administered by the State and the
Maryland Transit Administration and are accounted for using the flow of economic resources measurement
focus. The Deferred Compensation Plan, which is included with a year end of December 31, accounts for par-
ticipant earnings deferred in accordance with Internal Revenue Code Sections 457, 403(b), 401(a) and 401(k).
Amounts deferred are invested and are not subject to federal income taxes until paid to participants upon ter-
mination or retirement from employment, death or for an unforeseeable emergency.

The agency funds are custodial in nature and do not present the results of operations or have a measurement
focus. The State uses agency funds to account for the receipt and disbursement of patient and prisoner accounts,
various taxes collected by the State for distribution to the Federal government and political subdivisions and
amounts withheld from employees' payroll.
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STATE OF MARYLAND

Combining Statement of Fiduciary Net Assets
Pension and Other Employee Benefits Trust Funds
June 30, 2006
(Expressed in Thousands)

Retirement Maryland
and Transit Deferred
Pension Administration =~ Compensation
System of Pension Plan
Maryland Plan December 31, 2005 Total
Assets:
Cash and cash equivalents ...................... $ 1,417,792 $ 612 $ 4,707 $ 1,423,111
Investments:
U.S. Treasury and agency obligations ........... 837,914 5,247 843,161
Bonds ... 1,290,107 21,773 1,311,880
Corporate equity securities ................... 7,833,583 71,103 7,904,686
Mortgage related securities ................... 2,143,898 6,767 2,150,665
Mutual funds .......... ... ... ... ... ... 18,541,248 1,419,753 19,961,001
Guaranteed investment contracts .............. 550,008 550,008
Realestate .......... ... ... 880,370 2,594 882,964
Annuity contracts . ... 243,407 149,831 393,238
Investment held by borrowers under
securities lent with cash collateral ............ 2,110,139 2,110,139
Total investments .......................... 33,880,666 107,484 2,119,592 36,107,742
Other receivables ............ ... ... ... .. .... 713,576 1,472 14,024 729,072
Collateral for lent securities ..................... 2,148,668 2,148,668
Totalassets ............. ..., 38,160,702 109,568 2,138,323 40,408,593
Liabilities:
Accounts payable and accrued liabilities . ......... 1,641,215 1,472 70 1,642,757
Collateral obligation for lent securities ........... 2,148,668 2,148,668
Total liabilities ... ..., .. 3,789,883 1,472 70 3,791,425
Net assets:
Held in trust for :
Pension benefits ................ ... ... ... ..., 34,370,819 108,096 34,478,915
Deferred compensation benefits ............... 2,138,253 2,138,253
Totalnetassets ............................ $34,370,819 $108,096 $2,138,253 $36,617,168
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STATE OF MARYLAND

Combining Statement of Changes in Plan Net Assets
Pension and Other Employee Benefits Trust Funds
For the Year Ended June 30, 2006
(Expressed in Thousands)

Retirement Maryland
and Transit Deferred
Pension Administration =~ Compensation
System of Pension Plan
Maryland Plan December 31, 2005 Total
Additions:
Contributions:
Employers .......... ... ...l $ 285,275 $ 20,435 $ 11,847 $ 317,557
Members . .......coiii 215,077 147,089 362,166
SPONSOTS ... 435,601 435,601
Total contributions ......................... 935,953 20,435 158,936 1,115,324
Investment earnings:
Net appreciation in fair value of investments . . . . 2,804,854 (214) 84,869 2,889,509
Interest ..ot 331,474 10,975 31,310 373,759
Dividends ............ . 200,633 200,633
Real estate operating net earnings ............. 33,496 33,496
Net change in annuity reserves ................ 3,028 3,028
Total investment income .................... 3,370,457 10,761 119,207 3,500,425
Less investment expense . ................... 144,808 144,808
Net investment income ................... 3,225,649 10,761 119,207 3,355,617
Total additions ..................c.oviu.... 4,161,602 31,196 278,143 4,470,941
Deductions:
Benefit payments ............. ... ..o 1,829,468 17,607 120,860 1,967,935
Refunds ....... ... ... 16,455 2,286 18,741
Administrative expenses . . ... 18,579 227 6,035 24,841
Total deductions ................. ... .. 1,864,502 20,120 126,895 2,011,517
Change innetassets ..................... 2,297,100 11,076 151,248 2,459,424
Net assets held in trust for pension and
other employee benefits:
Beginning of theyear .......................... 32,073,719 97,020 1,987,005 34,157,744
Endoftheyear ................... ... .......... $34,370,819 $108,096 $2,138,253 $36,617,168
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STATE OF MARYLAND

Combining Statement of Fiduciary Net Assets

Agency Funds
June 30, 2006
(Expressed in Thousands)

Agency Funds
Litigant,
Local Payroll Patient
Local  Insurance Transportation Taxes and and Total
Income Premium  Funds and Fringe  Prisoner Agency
Taxes Taxes Other Taxes Benefits Accounts Funds
Assets:
Cash and cash equivalents............cccccevvnneen. $ 10 $ 2,757 $66,229 $ 68,996
Taxes receivable, net ........ccccoeveevevviecneccieenenn, $ 210,269 210,269
Accounts receivable from
state treasury........cocoeveeniiinic 1,480,180 67,698 44,552 $684 1,593,114
Other receivables 2,350 2,350
Total aSSets ...cevveeereeereeeeeeeeereeeeeene $1,690,449  $70,058 $47,309 $684 $66,229 $1,874,729
Liabilities:
Accounts payable to state treasury .............. $ 154,219 $ 154,219
Accounts payable and accrued liabilities..... $70,058 $ 2,757 $684 $64,417 137,916
Accounts payable to political subdivisions. 1,536,230 44,552 1,812 1,582,594
Total liabilitieS.....c.cccevveveereereereereerrerennene. $1,690,449  $70,058 $47,309 $684 $66,229 $1,874,729
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STATE OF MARYLAND

Combining Statement of Changes in Assets
and Liabilities - Agency Funds
For the Year Ended June 30, 2006
(Expressed in Thousands)

Balance Balance
June 30, 2005 Additions Deletions June 30, 2006
Litigant, Patient and Prisoner Accounts
Assets:
Cash and cash equivalents .................... $ 57,229 $ 170,622 $ 161,622 $ 66,229
Liabilities:
Accounts payable and accrued liabilities ........ $ 55,892 $ 170,104 $ 161,579 $ 64,417
Accounts payable to political subdivisions ...... 1,337 518 43 1,812
Total liabilities ............ ... .. ... ....... $ 57,229 $ 170,622 $ 161,622 $ 66,229
Insurance Premium Taxes
Assets:
Cash and cash equivalents .................... $ 10 $ 10
Accounts receivable from state treasury ......... 61,143 $ 30,130 $ 23,575 67,698
Other receivables ............................ 2,400 50 2,350
Totalassets . ... $ 63,553 $ 30,130 $ 23,625 $ 70,058
Liabilities:
Accounts payable and accrued liabilities ........ $ 63,553 $ 30,130 $ 23,625 $ 70,058
Local Income Taxes
Assets:
Taxesreceivable .............................. $ 176,594 $ 104,704 $ 71,029 $ 210,269
Accounts receivable from state treasury ......... 1,261,707 4,002,438 3,783,965 1,480,180
Totalassets ... $1,438,301 $4,107,142 $3,854,994 $1,690,449
Liabilities:
Accounts payable to state treasury ............. $ 103,127 $ 154,219 $ 103,127 $ 154,219
Accounts payable to political subdivisions ...... 1,335,174 3,952,923 3,751,867 1,536,230
Total liabilities ............. ..., $1,438,301 $4,107,142 $3,854,994 $1,690,449
Local Transportation Funds and Other Taxes
Assets:
Cash and cash equivalents .................... $ 2,776 $ 22,509 $ 22,528 $ 2,757
Accounts receivable from state treasury ......... 50,095 75,410 80,953 44,552
Totalassets ..., $ 52,871 $ 97,919 $ 103,481 $ 47,309
Liabilities:
Accounts payable and accrued liabilities ........ $2,776 $ 22,509 $ 22,528 $ 2,757
Accounts payable to political subdivisions ...... 50,095 75,410 80,953 44,552
Total liabilities ............ .. ... ... ....... $ 52,871 $ 97,919 $ 103,481 $ 47,309
Payroll Taxes and Fringe Benefits
Assets:
Accounts receivable from state treasury ......... $ - $1,232,922 $1,232,238 $ 684
Liabilities:
Accounts payable and accrued liabilities ........ $ - $1,232,922 $1,232,238 $ 684
Totals - All Agency Funds
Assets:
Cash and cash equivalents .................... $ 60,015 $ 193,131 $ 184,150 $ 68,99
Taxesreceivable .. ........... ..., 176,594 104,704 71,029 210,269
Accounts receivable from state treasury ......... 1,372,945 5,340,900 5,120,731 1,593,114
Other receivables ............................ 2,400 50 2,350
Total assets ... $1,611,954 $5,638,735 $5,375,960 $1,874,729
Liabilities:
Accounts payable to state treasury ............. $ 103,127 $ 154,219 $ 103,127 $154,219
Accounts payable and accrued liabilities ........ 122,221 1,455,665 1,439,970 137,916
Accounts payable to political subdivisions ...... 1,386,606 4,028,851 3,832,863 1,582,594
Total liabilities ............ .. ... ... ....... $1,611,954 $5,638,735 $5,375,960 $1,874,729
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STATE OF MARYLAND

COMPONENT UNIT FINANCIAL STATEMENTS

Non-Major Component Units

Non-major component units are comprised of the following proprietary fund type entities.

Maryland Prepaid College Trust

The Maryland Prepaid College Trust is directed by the College Savings Plans of Maryland Board to provide a method
for Maryland citizens to save money for college tuition.

Maryland Environmental Service

The Maryland Environmental Service was created as a body corporate and politic. The Service helps private industry
and local governments manage liquid, solid and hazardous wastes. In accordance with direction from the Governor, the
Service plans and establishes major resource recovery facilities, solid waste management plans and hazardous waste man-
agement programs.

Maryland Industrial Development Financing Authority

The Maryland Industrial Development Financing Authority was established as a body corporate and politic and a pub-
lic instrumentality of the State to provide financial assistance to enterprises seeking to locate or expand operations in
Maryland.

Maryland Food Center Authority

The Maryland Food Center Authority is a body corporate and politic which was created to establish and operate a con-
solidated wholesale food center within the Greater Baltimore Region and is subject to State regulations.
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STATE OF MARYLAND

Combining Statement of Net Assets
Non-major Component Units
June 30, 2006
(Expressed in Thousands)

Maryland
Maryland Industrial Maryland Total
Prepaid Maryland Development Food Non-major
College Environmental Financing Center Component
Trust Service Authority Authority Units
Assets:
Cash and cash equivalents ............. $ 4,311 $ 1,948 $ 3 $ 6,262
Investments .......................... 432,532 3,964 436,496
Tuition contracts receivable ............ 182,785 182,785
Other accounts receivable .............. 248 13,450 679 14,377
Due from primary government ......... 57 $37,991 2,091 40,139
Investments in direct financing leases ... 9,353 9,353
Otherassets ............ccoviiiio... 3,488 3,488
Restricted assets:
Investments ........................ 16,094 16,094
Capital assets, net of accumulated depreciation:
Land ........ .. ... .. 680 5,102 5,782
Structures and improvements ........ 6,872 14,427 21,299
Infrastructure ...................... 1,369 1,369
Equipment .............. ... ... ... 90 7,915 462 8,467
Construction in progress ............. 830 37 867
Totalassets . ...............ccooun.. 620,023 65,963 37,991 22,801 746,778
Liabilities:
Accounts payable and accrued liabilities . 203 10,245 165 10,613
Unearned revenue .................... 11,657 106 98 11,861
Accrued insurance on loan losses ....... 2,346 2,346
Other liabilities ....................... 228 228
Bonds and notes payable:
Due withinoneyear ................ 2,325 2,325
Due in more than one year ........... 12,056 12,056
Other noncurrent liabilities:
Due withinoneyear ................ 22,720 9,372 83 32,175
Due in more than one year ........... 569,441 21,293 58 590,792
Total liabilities . ................... 604,021 55,291 2,452 632 662,396
Net Assets:
Invested in capital assets,
net of related debt .................. 90 3,670 20,027 23,787
Restricted for capital improvements
and deposits ...l 7,119 7,119
Unrestricted (deficit) .................. 15,912 (117) 35,539 2,142 53,476
Total netassets ................... $ 16,002 $10,672 $35,539 $22,169 $ 84,382
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STATE OF MARYLAND

Combining Statement of Activities
Non-major Component Units
For the Year Ended June 30, 2006
(Expressed in Thousands)

Maryland
Maryland Industrial Maryland
Prepaid Maryland Development Food
College Environmental Financing Center
Trust Service Authority Authority Total
Expenses:
General and administrative ............ $ 1,714 $ 8,095 $ 1,266 $ 1,696 $ 12,771
Operation and maintenance of facilities . . 75,443 1,877 77,320
Reduction in provision
for insurance on loan losses, net . ..... (2,397) (2,397)
Tuition benefits ....................... 48,746 48,746
Interest on long-term debt ............. 1,756 1,756
Depreciation and amortization ......... 89 3,327 657 4,073
Other ....... ... ... 24 167 191
Total expenses .................... 50,573 88,788 (1,131) 4,230 142,460
Program revenues:
Charges for services and sales .......... 62,160 91,688 520 4,163 158,531
Restricted investment income .......... 240 240
Total charges for services .......... 62,160 91,928 520 4,163 158,771
Operating grants and contributions ..... 25 25
Capital grants and contributions ........ 500 500
Total program revenues ........... 62,160 92,453 520 4,163 159,296
Net program revenue (expense) .. 11,587 3,665 1,651 (67) 16,836
General revenues:
Unrestricted investment income ........ 30,801 600 1,564 230 33,195
Total general revenues ............. 30,801 600 1,564 230 33,195
Change in net assets ............ 42,388 4,265 3,215 163 50,031
Net assets - beginning of the year .. ... (26,386) 6,407 32,324 22,006 34,351
Net assets - end of theyear........... $ 16,002 $10,672 $35,539 $22,169 $ 84,382
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STATISTICAL SECTION
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Statistical Section

This part of the State's comprehensive annual financial report presents detailed information as a context for understanding
what the information in the financial statements, note disclosures, and required supplementary information says about the

State's economic condition.

Contents

Financial Trends
These schedules contain trend information to help the reader understand how the
State's financial position and well-being have changed over time.

Revenue Capacity
These schedules contain information to help the reader assess the State's most
significant own-source revenues.

Debt Capacity

These schedules present information to help the reader assess the affordability
of the State's current levels of outstanding debt and the State's ability to issue
additional debt in the future.

Demographic and Economic Information
These schedules offer demographic and economic indicators to help the reader

understand the environment within which the State's financial activities take place.

Operating Information

These schedules contain service data to help the reader understand how the
information in the State's financial report relates to the services the State provides
and the activities it performs.

Sources: Unless otherwise noted, the information in these schedules is derived
from the comprehensive annual financial reports for the relevant year. The State
implemented GASB Statement No. 34 in 2002. The schedules presenting
government-wide information include information beginning in that year.
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STATE OF MARYLAND

Net Assets by Component, Primary Government

Last Five Fiscal Years*

(accrual basis of accounting)

(Expressed in Thousands)

Year ended June 30,
2006 2005 2004 2003 2002
Governmental activities:
Invested in capital assets,
netof related debt. ............... $13,405,751 $12,940,305 $11,937,207 $11,943,249 $11,016,638
Restricted* ....................... 149,621 145,607 114,327 75,478 70,558
Unrestricted (deficit) ............... 140,553 (668,169) (1,046,233) (1,239,572) 406,557
Total governmental activities
netassets ...............iiiiiin... $13,695,925 $12,417,743 $11,005,301 $10,779,155 $11,493,753
Business-type activities:
Invested in capital assets,
net of related debt. ............... $ 1,303,668 $ 1,217,923 $ 1,331,400 $ 1,231,338 $ 1,217,578
Restricted ......................... 1,901,771 1,828,027 1,556,170 1,518,996 1,378,025
Unrestricted . ...................... 1,670,224 1,450,868 1,197,542 1,208,954 1,610,282
Total business-type activities
netassets ....................... $ 4,875,663 $ 4,496,818 $ 4,085,112 $ 3,959,288 $ 4,205,885
Primary government:
Invested in capital assets,
netof related debt. ............... $14,709,419 $14,158,228 $13,268,607 $13,174,587 $12,234,216
Restricted ......................... 2,051,392 1,973,634 1,670,497 1,594,474 1,448,583
Unrestricted (deficit) ............... 1,810,777 782,699 151,309 (30,618) 2,016,839
Total primary government net assets ... $18,571,588 $16,914,561 $15,090,413 $14,738,443 $15,699,638

*Information for fiscal years prior to fiscal year ended June 30, 2002, is not available.
*Information for fiscal years prior to fiscal year ended June 30, 2006 has been restated to reflect reclassifications of certain

restricted and unrestricted balances.
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STATE OF MARYLAND

Changes in Net Assets
Last Five Fiscal Years*

(accrual basis of accounting)

(Expressed in Thousands)

Year ended June 30,

2006

2005

2004 2003 2002

Governmental activities (1):
Expenses ............ ... $ 22,326,398

$ 21,203,763

$ 20,382,202 $ 19,588,410 $ 18,234,226

Program revenues .................. 8,073,911 7,948,502 7,941,822 7,221,988 6,579,856
Net (expense)/revenue,
governmental activities ......... (14,252,487) (13,255,261) (12,440,380) (12,366,422) (11,654,370)
General revenues and
other changes, governmental activities .. 15,530,669 14,667,703 12,592,202 11,651,824 11,209,102
Change in net assets,
governmental activities ......... 1,278,182 1,412,442 151,822 (714,598) (445,268)
Net assets, beginning ............. 12,417,743 11,005,301 10,779,155 11,493,753 3,371,858
Restatement (2) .................. 74,324 8,567,163
Net assets, ending,
governmental activities ....... $ 13,695,925 $ 12,417,743  $ 11,005,301 $ 10,779,155 $ 11,493,753

Business-type activities (1):
Expenses .............. ... ... ... $ 2,018,125

$ 1,980,350

$ 2,038,850 $ 2,191,318 $ 1,960,333

Program revenues .................. 2,850,386 2,755,686 2,594,808 2,339,895 2,097,340
Net (expense)/revenue,
business-type activities ......... 832,261 775,336 555,958 148,577 137,007
General revenues and
other changes, business-type activities (453,416) (396,571) (430,134) (395,174) (99,232)
Change in net assets,
business-type activities ......... 378,845 378,765 125,824 (246,597) 37,775
Net assets, beginning ............. 4,496,818 4,085,112 3,959,288 4,205,885 2,995,032
Restatement (2) .................. 32,941 1,173,078
Net assets, ending,
business-type activities ....... $ 4,875,663 $ 4,496,818 $ 4,085,112 $ 3,959,288 $ 4,205,885

Primary government:
Expenses ................. ... $ 24,344,523

$ 23,184,113

$ 22,421,052 $ 21,779,728 $ 20,194,559

Program revenues .................. 10,924,297 10,704,188 10,536,630 9,561,883 8,677,196
Net (expense)/revenue,
primary government ........... (13,420,226) (12,479,925) (11,884,422) (12,217,845) (11,517,363)
General revenues and
other changes, primary government .. 15,077,253 14,271,132 12,162,068 11,256,650 11,109,870
Change in net assets,
primary government ........... 1,657,027 1,791,207 277,646 (961,195) (407,493)
Net assets, beginning ........... 16,914,561 15,090,413 14,738,443 15,699,638 6,366,890
Restatement ................... 32,941 74,324 9,740,241
Net assets, ending,
primary government ....... $ 18,571,588 $ 16,914,561 $ 15,090,413 $ 14,738,443 $ 15,699,638

*Information for fiscal years prior to fiscal year ended June 30, 2002 is not available.
(1) See the Expenses by Function, Primary Government and Revenues, Primary Government schedules for detail informa-

tion on expenses and revenues.

(2) The beginning fund balances for fiscal year 2002 were restated due to implementation of GASB Statement No. 34 and
for fiscal year 2004 due to implementation of GASB Technical Bulletin No. 2004-1. The balance for fiscal year 2005 was
restated for a change in accounting principles regarding the valuation of investments by the State Lottery Agency. Prior

years' balances were not restated.
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STATE OF MARYLAND

Expenses by Function, Primary Government
Last Five Fiscal Years*
(accrual basis of accounting)
(Expressed in Thousands)

Year ended June 30,
Functions/Programs 2006 2005 2004 2003 2002
Governmental activities:
General government ................ $ 693,074 $ 747,486 $ 598,116 $ 665,133 $ 610,560
Health and mental hygiene .......... 6,588,057 6,202,439 6,090,102 5,592,272 4,908,418
Education ......................... 5,701,642 5,180,165 4,871,972 4,229,670 4,124,255
Aid for higher education** .......... 1,103,514 1,074,048 1,081,099 1,554,955 1,536,851
Human resources .................. 1,622,945 1,595,093 1,586,022 1,633,461 1,536,124
Publicsafety ....................... 1,674,995 1,498,684 1,398,017 1,338,202 1,194,952
Transportation ..................... 2,382,539 1,912,602 1,839,205 1,694,321 1,630,724
Judicial ........ ... ... .. L 506,787 476,253 439,576 429,302 408,571
Labor, licensing and regulation ...... 157,675 170,344 175,551 182,584 173,625
Natural resources and recreation ... .. 181,682 184,599 169,791 168,107 149,372
Housing and community development 217,544 212,753 202,278 203,946 168,595
Environment ...................... 84,973 78,238 85,382 95,079 87,432
Agriculture ........... ... oo 56,706 55,985 46,427 85,426 64,395
Business and economic development . 57,093 58,127 58,666 43,387 55,570
Intergovernmental grants ........... 979,450 1,453,408 1,461,133 1,422,007 1,375,043
Interest ......... ... ... ... . ... 317,722 303,539 278,865 250,558 209,739
Total governmental
activities expenses ............ 22,326,398 21,203,763 20,382,202 19,588,410 18,234,226
Business-type activities:
Economic development -
insurance programs .............. 11 (132) (4,911) 2,938 5,262
Economic development -
general loan programs ............ 19,129 31,010 53,237 48,633 69,381
Economic development -
water quality loan programs ....... 26,045 10,574 11,348 11,510 11,892
Economic development -
housing loan programs ........... 131,420 138,723 135,717 213,404 210,469
Unemployment insurance program . . . 403,776 432,125 581,634 633,904 550,345
Maryland State Lottery ............. 1,061,295 1,005,275 927,941 883,736 867,910
Maryland Transportation Authority .. 334,905 324,838 300,072 359,015 205,831
Maryland Correctional Enterprises . .. 41,544 37,937 33,812 38,178 39,243
Total business-type
activities expenses ............ 2,018,125 1,980,350 2,038,850 2,191,318 1,960,333
Total primary government
EXPENSEeS . ................. $24,344,523 $23,184,113 $22,421,052 $21,779,728 $20,194,559

*Information for fiscal years prior to fiscal year ended June 30, 2002 is not available.
**Information for fiscal years 2002 & 2003 has been restated to reflect reclassification of certain expenditures.
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STATE OF MARYLAND

Revenues, Primary Government

Last Five Fiscal Years

(accrual basis of accounting)

(Expressed in Thousands)

Year ended June 30,
Functions/Programs 2006 2005 2004 2003 2002
Governmental activities:
Program revenues:
Charges for services:
General government .............. 301,119 484,933 $ 349,078 325,115 238,480
Health and mental hygiene ........ 353,211 320,596 289,988 224,300 191,164
Transportation ................... 583,346 580,691 716,422 526,253 615,261
Judicial ............ ... ... . ... 415,925 384,985 384,215 276,787 291,546
Other activities .................. 303,259 298,033 277,720 303,190 271,176
Operating grants and contributions . . . 5,323,300 5,091,053 5,204,906 4,843,927 4,225,374
Capital grants and contributions ..... 793,751 788,211 719,493 722,416 746,855
Total program revenues ......... 8,073,911 7,948,502 7,941,822 7,221,988 6,579,856
General revenues:
Taxes:
Income taxes .................... 7,119,633 6,829,564 5,518,813 5,107,593 4,913,185
Salesand usetaxes ............... 3,385,391 3,149,736 2,944,534 2,719,547 2,690,099
Motor vehicle taxes ............... 1,983,439 2,031,862 1,792,769 1,693,736 1,660,994
Othertaxes ............ccovnn.. 2,332,968 2,105,362 1,852,418 1,545,013 1,413,307
Unrestricted investment earnings .. .. 251,388 130,359 48,134 62,611 109,065
Specialitems ........................ 114,200 25,628
Transfers ..., 457,850 420,820 435,534 409,124 396,824
Total general revenues, special items
and transfers ...................... 15,530,669 14,667,703 12,592,202 11,651,824 11,209,102
Total revenues, transfers and special
items - governmental activities . . . .. 23,604,580 22,616,205 20,534,024 18,873,812 17,788,958
Business-type activities:
Program revenues:
Charges for services:
Unemployment insurance program . 541,386 590,805 528,238 341,004 254,483 **
Maryland State Lottery ........... 1,560,906 1,485,733 1,395,408 1,322,239 1,306,538
Maryland Transportation Authority 404,446 359,157 280,098 242,429 189,658
Other activities .................. 274,918 242,337 203,462 257,859 337,536 **
Operating grants and contributions . . . 27,020 26,206 129,991 136,113 234,993
Capital grants and contributions .. ... 41,710 51,448 57,611 40,251 53,701
Total program revenues ......... 2,850,386 2,755,686 2,594,808 2,339,895 2,376,909
General revenues:
Unrestricted investment earnings .. .. 4,434 24,249 5,400 13,950 18,023 **
Transfers ........... i (457,850) (420,820) (435,534) (409,124) (396,824)
Total general revenues and transfers  (453,416) (396,571) (430,134) (395,174) (378,801)
Total revenues and transfers -
business-type activities ........... 2,396,970 2,359,115 2,164,674 1,944,721 1,998,108
Total primary government revenues,
special items, and transfers ............ $26,001,550 $24,975,320 $22,698,698 $20,818,533 $19,787,066

*Information for fiscal years prior to the fiscal year ended June 30, 2002, is not available.

**Information for fiscal year 2002 has been restated to reflect reclassification of certain revenues.
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STATE OF MARYLAND

Personal Income Tax Filers by Subdivision
Tax Year Ended December 31, 2005
(Dollars Expressed in Thousands)

Total
Number Adjusted Net State Local State and Local Local
Subdivision of Filers  Gross Income Taxable Income Income Tax (1) Income Tax  Income Tax Tax Rate
Allegany .......... 23,198 $ 1,060,133 $ 817,996 $ 35,680 $ 23,310 $ 58,990 2.93%
Anne Arundel . .. ... 204,522 15,782,427 12,358,009 556,317 313,832 870,149 2.56
Baltimore County . .. 319,427 22,880,726 17,961,573 800,410 501,866 1,302,276 2.83
Calvert ............ 32,894 2,473,959 1,880,506 85,536 52,239 137,775 2.80
Caroline ........... 11,541 540,497 399,076 16,608 10,137 26,745 2.63
Carroll ............ 63,862 4,445,535 3,400,311 155,194 102,935 258,129 3.05
Cecil .............. 34,736 2,015,214 1,534,811 49,683 42,294 91,977 2.80
Charles ............ 52,929 3,469,470 2,531,403 114,770 72,530 187,300 2.90
Dorchester ......... 11,432 517,686 384,841 16,374 9,657 26,031 2.62
Frederick .......... 88,698 6,345,932 4,878,261 220,176 143,166 363,342 2.96
Garrett ............ 9,883 482,826 368,190 15,973 9,489 25,462 2.65
Harford ........... 92,136 6,272,731 4,828,388 215,246 146,365 361,611 3.06
Howard ........... 105,556 10,076,111 8,045,203 365,529 256,184 621,713 3.20
Kent .............. 7,167 455,815 354,291 14,066 9,923 23,989 2.85
Montgomery ....... 380,241 39,581,589 32,241,964 1,384,669 1,025,537 2,410,206 3.20
Prince George's ... .. 333,778 17,498,597 11,771,267 518,882 365,820 884,702 3.20
Queen Anne's ...... 17,057 1,363,163 1,059,535 47,105 29,950 77,055 2.85
St. Mary's .......... 35,595 2,259,092 1,731,748 78,562 52,177 130,739 3.05
Somerset .......... 6,669 275,172 201,353 8,579 6,025 14,604 3.15
Talbot ............. 14,598 1,291,510 1,044,209 45,180 23,253 68,433 2.25
Washington ........ 53,553 2,861,384 2,193,160 98,063 60,255 158,318 2.80
Wicomico .......... 33,086 1,753,655 1,354,077 56,453 40,679 97,132 3.10
Worcester .......... 20,627 1,300,452 1,028,181 43,983 12,648 56,631 1.25
Baltimore City ... ... 201,291 9,222,183 6,798,559 287,992 195,498 483,490 3.05
Non-resident . . ... 81,179 4,887,316 4,297,550 252,937 252,937
Total .......... 2,235,655 $159,113,175  $123,464,462 $5,483,967 $3,505,769 $8,989,736

(1) See personal income tax state rates schedule for tax rate information.

Source: Revenue Administration Division, State Comptroller's Office
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STATE OF MARYLAND

State Personal Income Tax and Sales Tax Rates
Last Ten Calendar Years

Personal Income Tax Rate
1st $1,000 of 2nd $1,000 of 3rd $1,000 of In excess of $3,000

Net Taxable Net Taxable Net Taxable Net Taxable Sales Tax
Year Income Income Income Income Rate
2005 2% 3% 4% 4.75% 5%
2004 2 3 4 4.75 5
2003 2 3 4 4.75 5
2002 2 3 4 4.75 5
2001 2 3 4 4.80 5
2000 2 3 4 4.85 5
1999 2 3 4 4.85 5
1998 2 3 4 4.88 5
1997 2 3 4 5.00 5
1996 2 3 4 5.00 5

Source: Revenue Administration Division, State Comptroller's Office
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STATE OF MARYLAND

Ratio of General Bonded Debt
To Actual Value and General Bonded Debt Per Capita
Last Ten Fiscal Years

(Expressed in Thousands) Ratio of General General
Estimated Estimated General Bonded Debt to Bonded Debt

Fiscal Year  Population (1)  Property Value Bonded Debt (2) Actual Property Value per Capita
2006 .......... 5,600 $452,249,831 $4,868,472 1.08% $869
2005 .......... 5,558 398,065,083 4,511,826 1.13 812
2004 .......... 5,509 361,689,307 4,102,278 1.13 745
2003 ... 5,451 336,657,741 3,932,493 1.17 721
2002 ... 5,383 318,778,365 3,544,178 1.11 658
2001 ... 5,312 307,476,610 3,450,900 1.12 650
2000 .......... 5,255 327,817,193 3,348,866 1.02 637
1999 ... 5,204 317,639,013 3,500,228 1.10 673
1998 ... ... 5,157 309,303,572 3,270,525 1.06 634
1997 ... 5,111 299,899,529 3,025,394 1.01 592

Source: The Fifty-second through Sixty-first Report of the State Department of Assessments and Taxation and the State

Comptroller's Office.

(1) See Schedule of Demographic Statistics (page 128).

(2) Includes general obligation bonds. The primary revenue source to pay the debt service for general obligation bonds is
property taxes.
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STATE OF MARYLAND

Ratio of Pledged Assets to
Revenue Bonds, Community Development Administration
Last Ten Fiscal Years

Ratio of
Pledged Revenue Bonds Pledged Assets to
Fiscal Year Assets (1) Payable Revenue Bonds
2006 .. $2,476,342 $2,040,485 1.21
2005 .. 2,439,264 1,973,583 1.24
2004 .. 2,643,756 2,211,905 1.20
2003 .o 3,003,939 2,537,388 1.18
2002 . 3,030,657 2,628,254 1.15
2001 .o 3,004,743 2,640,052 1.14
2000 .. 2,917,980 2,606,943 1.12
1999 2,759,753 2,462,918 1.12
1998 ..o 2,711,296 2,385,177 1.14
1997 . 2,574,572 2,297,720 1.12

(1) Bonds and notes issued by the Community Development Administration (CDA) are special obligations of CDA and
are payable soley from the revenues of the applicable mortgage loan programs. Assets, principally mortgage loans,
and program revenues are pledged as collateral for the revenue bonds.
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STATE OF MARYLAND

Schedule of Demographic Statistics
Last Ten Years

Total Personal Per Capita
Income (2) Personal School Unemployment
Population (1)  (Expressed in Thousands) Income Enrollment (3) Rate (4)
2006 .. 5,600,388 $235,195,668 $41,996 1,050,627 3.8%
2005. ... 5,558,058 218,137,769 39,248 1,053,378 4.2
2004 ... .. 5,508,909 205,652,120 37,331 1,056,520 4.3
2003 ... 5,450,525 197,868,861 36,303 1,056,944 4.7
2002 .. 5,383,377 190,331,297 35,355 1,049,733 4.6
2001 ..o 5,311,531 181,957,207 34,257 1,040,020 3.8
2000 . .. 5,254,509 167,074,691 31,796 1,017,574 3.3
1999 ... 5,204,464 157,783,778 30,317 1,009,870 4.0
1998 ... 5,157,328 147,842,522 28,666 998,085 4.8
1997 ..o 5,111,986 140,035,065 27,393 985,180 5.0

Sources:

(1) US Department of Commerce, Bureau of Census--"Annual Population Estimates by State"

Note: Figures are estimates for the calendar year except that the current year amount is a projected estimate for the
year.

(2) US Department of Commerce, Bureau of Economic Analysis. All ten years of income data based on April 2004
Comprehensive revision of State Personal Income Statistics for 1969-2002. Preliminary estimates are provided for 2003-
2006. Data provided is for the prior ending calendar year.

(3) Figures are for the calendar year. State Department of Education, grades pre-kindergarten thru grade 12.

Includes public and nonpublic schools.
(4) Figures are for the fiscal year. State Department of Labor, Licensing and Regulation.
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STATE OF MARYLAND

Maryland’s Ten Largest Private Employers (1)
Calendar Years

2006 and 2005 2004 and 2003
Employer (listed alphabetically)

Giant of Maryland LLC Giant of Maryland LLC
Helix Health System Inc. Helix Health System Inc.
Home Depot USA Inc. Home Depot USA Inc.
Johns Hopkins Hospital Johns Hopkins Hospital
Johns Hopkins University Johns Hopkins University
Northrop Grumman Corporation Northrop Grumman Corporation
Safeway Inc Safeway Inc
Target United Parcel Service
United Parcel Service Verizon Maryland Inc.
Wal-Mart Wal-Mart

Source: Department of Labor, Licensing and Regulation; Office of Labor Market Analysis and Information

(1) Information for prior years not available.
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STATE OF MARYLAND

State Employees by Function/Program
Last Three Fiscal Years*

Year ended June 30
2006 2005 2004
State Employees:

Governmental activities:
General government ........... ... ... .o i 5,656 5,493 5,604
Health and mental hygiene .................................... 11,668 11,633 11,815
Education . ... .ot 2,425 2,295 2,180
Human resources . ........... . 6,767 6,910 6,852
Publicsafety ........... .. 15,307 15,207 15,356
Transportation . ............. . 6,523 6,599 6,799
Judicial . ... 5,744 5,496 5,387
Labor, licensing and regulation ................................. 1,647 1,667 1,691
Natural resources and recreation . ..., 1,970 2,028 2,076
Housing and community development .......................... 256 262 254
Environment . ......... .. 922 901 907
Agriculture ... ... 499 500 516
Business and economic development ............................ 340 307 303
Total governmental activities employees ...................... 59,724 59,298 59,740

Business-type activities:
Economic development - insurance programs .................... 210 201 205
Maryland State Lottery ............... ... ... ... oL 183 169 177
Maryland Transportation Authority .......................... ... 1,502 1,503 1,562
Maryland Correctional Enterprises .............................. 187 164 159
Total business-type activities employees ...................... 2,082 2,037 2,103
Total primary government employees .............................. 61,806 61,335 61,843

Component units

Higher Education .............. ... ... .. .. i il 34,882 39,388 34,397
Stadium Authority .......... .. ... 98 93 97
Other component units ................... ... i 42 59 41
Total component unit employees . ... 35,022 39,540 34,535

Source: Central Payroll Bureau, State Comptroller's Office
*Information for prior years not available.
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STATE OF MARYLAND

Schedule of Miscellaneous, Operating and Capital Asset Statistics by Function
Last Three Fiscal Years*

Date of Ratification .. ........... .. 1788
Form of Government .......... ... i Legislative - Executive - Judicial
Land Area . .. ..o 9,844 square miles
Function/Progam 2006** 2005 2004
Education, Public School Enrollment ........... ... .. ... ... ... ... ... 829,007 828,961 821,984
Health and Human Resources:
Medicaid Enrollment . ...... .. ... .. . . e 633,800 638,085 502,860
Children's Health Program Enrollment ............................... 102,830 95,019 98,420
WIC Food Program Recipients ..................... ... ... ....... 109,500 108,574 106,060
Mental Hygiene Clients . ... 96,000 92,608 90,849
Public Assistance Caseload (AFDC/TANF) ........ ... ..., 60,251 65,782 70,745
Child Care Slots Subsidized .. ......... .. .. ... 22,475 21,095 25,434
Foster Care and Subsidized Adoption Average Caseload ................ 15,780 14,762 15,028
Public Safety:
Correctional Institutions Average Daily Population..................... 28,550 26,938 27,933
Parole and Probation, Active Cases under Supervision.................. 49,955 50,112 50,127
Youth Residential Programs, Average Daily Population ................. 1,598 1,747 2,039
Number of Youths on Probation ............... .. ... ... .. ... ... ... 6,800 6,765 6,840
Public Safety (State Police):
Number of Police Stations . ............. i 26 26 26
Number of State POLICe .. .......iiiii e 1,591 1,593 1,596
Motor Vehicle Citations (calendar year) ............................... 514,642 434,029 459,272
Motor Vehicle Traffic Accidents (calendar year) ........................ 108,000 108,000 101,858
Transportation:
Miles of State Highways ............ . ... o i 5,235 5,234 5,235
Lane Miles Maintained ................iiiiiiiiiiii e, 16,660 16,646 16,680
Expenditures per Lane Mile .......... ... ... i i 7,717 7,977 8,039
Number of Bridges™* ...... ... ... .. . 1,200 1,180 1,157
Motor Vehicle Registrations ................ ... ... i 5.2 million 5.0 million =~ 4.9 million
BWI Airport Passengers (calendar year) .............................. 19.7 million ~ 19.1 million  20.5 million
Agricultrual Land Preservation District Acreage. ......................... 424,243 410,865 409,958
Department of Housing and Community Development:
Active Single Family /Multifamily Bond Financed Loans ................ 13,769 13,769 15,986
Department of Business and Economic Development:
Number of businesses assisted . ................c0 .. 1,000 1,146 1,094
Number of workers trained .. ........ ... .. .. ... i 9,100 9,694 9,101

Higher Education (Universities, Colleges
and Community Colleges):

Number of CampusesinState .............. ... ... .. ... .. 29 29 29
Number of Educators ........ ... 8,711 8,606 8,432
Number of Students .. ... .. i e 256,580 251,984 246,794
Number of State Scholarships Awarded ............................... 54,038 47,025 44,851
Recreation:
Number of State Parks and Forests ............. .. ... .. 60 60 61
State Parks Daily Visitors. ............ ... . ... ... . i 11.5 million ~ 11.5 million 9.9 million
Area of State Parks, ACres. . ......... . 93,661 93,661 97,362
Area of State Forests, ACTes . ...t 136,093 136,093 135,951

* Information for prior years not available.

** These amounts are estimates.

***On Maryland's portion of the National Highway System

Sources: State Comptroller's Office, General Accounting Division, Central Payroll Bureau, Maryland Manual @
www.mdarchives.state.md.us/msa/mdmanual, Maryland Budget, Department of Budget and Management, Department
of Natural Resources, and the State Highway Administration of Maryland.
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These schedules are required to be submitted by the Comptroller by Title 2,
Section 102 of the State Finance and Procurement Article of the Annotated
Code of Maryland.
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STATE OF MARYLAND

Schedule of Taxes Receivable from
Collectors of State Property Taxes
June 30, 2006
(Expressed in Thousands)

Taxes Receivable

Political Subdivision Current Year Prior Years Total
Allegany ....... ... $ 170 $ 170 $ 340
Anne Arundel . ... ... 243 702 945
Baltimore County ............ ... ... i i (70) 435 365
CalVert .ot 285 24 309
Caroline . .. ..o 10 16 26
Carroll ... 13 71 84
Ceail oo 32 623 655
Charles . ..o e 23 10 33
Dorchester . ... 140 68 208
Frederick ... ... 359 301 660
Garrett .. 192 30 222
Harford ... ... 47 68 115
Howard . ... 27 994 1,021
Kent .o 110 21 131
Montgomery ............ i (11,387) 11,577 190
Prince George's ... ... 169 169 338
QUEEN ANNE'S ..\ttt e 14 4 18
StMArY's ..o 155 33 188
SOMETSEE .ottt 95 11 106
Talbot ..o (77) 86 9
Washington .......... ... ... ... 81 (113) (32)
WIcomico .. ... (33) 120 87
WOrCester . ..o 326 87 413
Baltimore City ............ ... . 1,250 6,897 8,147
Total ..o $ (7,826) $22,404 $14,578
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STATE OF MARYLAND

Schedule of Estimated Revenues - Budgetary Basis

For the Year Ending June 30, 2007
(Expressed in Thousands)

Current Current
General Special Federal Unrestricted Restricted
Fund Fund Fund Fund Fund Total
Incometaxes ..............cuiiiiiiii.. $ 7,264,584 $ 216,533 $ 7,481,117
Retail sales and use tax and licenses .. .... 3,501,493 26,816 3,528,309
Motor vehicle fuel taxes and licenses .. ... 13,704 787,000 800,704
Motor vehicle tax and licenses ........... 10,550 1,135,849 1,146,399
Property taxes .................. ... ..., 916,063 (1) 916,063
Insurance company taxes, licenses and fees 273,740 273,740
Franchise and corporation taxes ......... 214,089 214,089
State tobacco tax and licenses ............ 279,172 279,172
Alcoholic beverages taxes and licenses . . . . 29,223 29,223
Deathtaxes ........................... 219,382 219,382
Miscellaneous taxes, fees and other revenues 166,909 107,497 (2) 274,406
Budgeted tobacco settlement recoveries . . . 166,084 166,084
Horse racing taxes and licenses .......... 240 4224 4,464
District courts fines and costs . ........... 101,565 101,565
Interest on investments ................. 117,373 3,000 120,373
Hospital patient recoveries .............. 83,938 83,938
Legislative ............................ 425 425
Judicial review and legal ................ 70,510 78,395 $ 5,288 154,193
Executive and administrative control . .... 6,300 233,886 113,095 353,281
Financial and revenue administration .... 4,750 81,460 86,210
Budget and management ............... 689 31,914 32,603
State lottery agency .................... 483,380 483,380
Retirement and pension................. 23,190 23,190
General services ....................... 3,519 812 4,331
Transportation and highways ............ 668,239 851,369 1,519,608
Natural resources and recreation ......... 371 91,553 28,375 120,299
Agriculture ........... ... ...l 75 40,161 10,608 50,844
Health, hospitals and mental hygiene . .. .. 20,192 218,214 3,052,356 3,290,762
Human resources ...................... 56 77,372 999,760 1,077,188
Labor, licensing and regulation .......... 11,519 22,987 136,203 170,709
Public safety and correctional services . ... 7,948 138,758 10,830 157,536
Public education ....................... 27,945 41,846 980,139 3,002,243 981,984 5,034,157
Housing and community development . .. 988 51,957 235,721 288,666
Business and economic development ... .. 51,460 696 52,156
Environment .......................... 444 151,732 62,151 214,327
Juvenile justice ............. ... .. ... 235 143 15,007 15,385
Statepolice . ............ ... ... ... 2,900 58,058 3,300 64,258
Total estimated revenues ........... $12,914,689 $5,427,910 $6,505,710  $3,002,243  $981,984 $28,832,536 (3)

(1) Includes $547,119 recorded in the Debt Service Fund for accounting purposes.
(2) Includes $107,497 recorded in the Debt Service Fund for accounting purposes.
(3) Amounts are reported as of July 1, 2006, and do not reflect revisions, if any, subsequent to that date.
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STATE OF MARYLAND

Schedule of General, Special, Federal, Current Unrestricted

and Current Restricted Fund Appropriations - Budgetary Basis

For the Year Ending June 30, 2007
(Expressed in Thousands)

Current Current
General Special Federal = Unrestricted Restricted
Fund Fund Fund Fund Fund Total

Payments of revenue to civil divisions of

theState ............................ $ 145,034 $ 145,034
Publicdebt ........... ... ... ... ... ... $ 654,616 (1) 654,616
Legislative ..................... ... ... 68,664 68,664
Judicial review and legal ................ 430,206 78,620 $ 5,288 514,114
Executive and administrative control ... .. 289,381 236,887 113,095 639,363
Financial and revenue administration .... 192,364 81,460 273,824
Budget and management ............... 156,647 31,914 188,561
Retirement and pension ................. 23,191 23,191
General services .................c...... 61,122 3,519 812 65,453
Transportation and highways ............ 2,837,437 851,369 3,688,806
Natural resources and recreation ......... 74,566 395,958 28,375 498,899
Agriculture .......... ... ... oo 29,263 110,738 10,608 150,609
Health, hospitals and mental hygiene . . . .. 3,558,477 372,509 3,052,356 6,983,342
Human resources ...................... 570,208 77,371 999,760 1,647,339
Labor, licensing and regulation .......... 16,036 25,738 136,203 177,977
Public safety and correctional services . ... 950,929 138,758 10,830 1,100,517
Public education ....................... 6,173,191 45,845 980,139  $3,002,243  $981,984 11,183,402
Housing and community development ... 33,850 51,956 235,721 321,527
Business and economic development .. ... 109,627 51,460 696 161,783
Environment .......................... 44,134 151,732 62,151 258,017
Juvenile justice ............ ... ... ... 214,442 143 15,007 229,592
Statepolice ............... .. ... 243,936 58,058 3,300 305,294
Statereservefund ...................... 771,382 771,382

Total appropriations ............... $14,133,459 $5,427,910 $6,505,710 $3,002,243  $981,984 $30,051,306 (2)

(1) Recorded in the Debt Service Fund for accounting purposes.
(2) Amounts are reported as of July 1, 2006, and do not reflect revisions, if any, subsequent to that date.
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Serving the People

Comptroller of Maryland, Louis L. Goldstein Treasury Building / P.O. Box 466 / Annapolis, MD 21404-0466
www.marylandtaxes.com / email - gad@comp.state.md.us / 1-888-784-0144



